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Why do Men Work? 
A Study in Motives and Incentives 


By R. A. HickIn, A.1.C.A. 


It is instructive for every departmental head to ask himself regularly: 
"Why do men—and women—work?” If he insists on answering the 
question, he will probably find that his methods of staff control could 
be bettered, to his own advantage as well as for the benefit of the 
employees and the firm. If he asks the question regularly, and honestly 
faces up to the issue each time, he will be so much in advance of the 
other fellow who is content just to let things take their course. 

There are so many answers that to tabulate them all would require 
alarge sheet of paper. The object of this article is to discover some 
of the more usual reasons, and to discuss them with a view to finding 
how the various motives that serve to release and direct human energy 
may be harnessed and set to work to increase production, output or 
efficiency. 

The first and most obvious answer is that, as life is lived to-day, work 
is an essential part of it. We have been brought up on the doctrine— 
avery healthy one—of putting as much as we can into everything we 
Pset out to do, because only in this way are we able to get anything 
worthwhile out of it. Furthermore, none of us expects that if he 
prefers not to work for his own maintenance, someone else is going 
to come along with a spoon and feed him. Work and eat: idle and 
starve. That is the essence of the position. Of course, there are 
amelioratory agencies and provisions made for the unfortunate who, 
through circumstances over which he has little or no control, finds 
Timself without the means of livelihood; but, generally speaking, the 
axiom holds good. 

Work being part of his life, then, the workman who has some skill 
0 offer seeks a position in which his qualifications will find full scope, 
and the non-skilled worker tries to ensure for himself continuity of 
employment in order to avoid the reproach of being on the dole or the 
a@guish of seeing his children starving. Thus there is a relationship 
tstablished—a delicate relationship, oftentimes—between the worker 
and the man or firm to whom he sells his time and abilities. It is a 
tlationship that is capable of being raised into something higher than 
#mere contract for services rendered and paid for: given the spirit of 
€0-operation on each side, there is no reason why the contract between 
‘employer and employee should not be cemented into a strong friendship 
by mutual helpfulness. 

The first consideration, then, in a discussion of incentives and motives 

good work, is the degree of co-operation that exists between master 

A 
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and men. This is vitally important, for the very good reason that, 
unless there is full confidence on both sides, no amount of mere 
organization will produce a harmonious and smooth-working routine 
that will get results and pay both the workers and proprietors well for 
their trouble. Occasionally one’s ears catch the rare phrase: “They're 
a great firm to work for.” Where this attitude on the part of the 
employees exists, there is really no limit to the power of the company’s 
achievement. But it ought to be recognised that there is always 
something tangible to back up this judgment—the men are given a fair 
deal, sympathetic consideration when they have something to discuss 
with the management, and fair pay for their work. 

Where there is bullying of employees, wielding the big stick of dismis- 
sal constantly over their heads, or needless fault-finding on the part of 
some meddlesome overseer, there is undoubtedly a strong temporary 
incentive to do good work, but it is the kind of incentive that breeds 
deceit, and has never yet done any firm real good. Where fear is the 
goad that keeps men’s noses to the task there is something funda- 
mentally wrong with the organization or the people who run it. It 
works the desired result while the immediate threat is there, but it also 
fosters the spirit of mutiny and paralyses effort even when the men 
seem busiest. 

Let the incentives, then, be positive, rather than negative. Shun 
the overseer who is constantly bellowing orders and pulling employees 
up—you are better off without him. Put in his place a man who, by 


his sincerity and tact, allied with strong leadership, will get the respect 


of those under him, and the job is as good as done. The foundation 
is laid, upon which may be built a sound structure of mutual respect 
and goodwill, ensuring smooth running and close co-operation between 
all sections of the business. 

Perhaps the best and most powerful incentive of all, which is effective 
with most workers, is the recognition of individuality and the reward 
of sincere efforts to achieve the best and highest standard of which the 
employee is capable. There is a vast difference in the native endow- 
ment of different people, and this must be recognised at the very 
beginning. Some are able to work quickly and thoroughly, while in the 
case of others it is necessary to take time in order to turn out a good 
job. But each has something ¢o contribute to the whole—some quality 
for which he is distinctive, if his services are worth retaining at all, 
and for the development of this quality there should be some incentive 
constantly active. 

It is natural to think of congenial surroundings, as an essential to 


really good work. This can never be sufficiently stressed. If an J 


employee cannot feel proud of the factory or office or shop in which 
he works, there is a depressive tendency always operative, which is 
entirely the fault of management. Keep the place clean and tidy, smart 
and attractive, and you have the first incentive already at work. Put 
a man at work in a coal-cellar and he will not mind how much rubbish 
or scraps he adds to the coal-dust; but set him in a place where every- 
thing is bright and shining and in nine cases out of ten he will keep it 
so, and feel pride in his share in keeping the premises up to the mark. 

Given this background of congeniality, set before the employees the 
attainment of personal efficiency. This can often be helped by 
preliminary training, and fostered by permanent reminders in the form 
of catchy phrases framed and hung in the workroom or offices. There 
are some people, it may be urged, who will never respond to this kind 
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of appeal, for they lack essential ambition. Quite so; but their presence 
will be revealed at an early stage, and the weak element in the staff 
removed, if it fails to respond after reasonable trial. Where it is found 
that a worker who seems worthy of more intensive training, and yet 
remains backward, benefits from an occasional hint from the foreman, 
or from the manager as he passes occasionally through the workroom, 
the word of advice or encouragement should never be left unsaid. 
Different treatment is necessary in respect of each individual, and the 
secret of successful staff control is to find out the best way to encourage 
each worker. 

For the average employee, who has had some training and is there- 
fore more or less skilled in his particular work, the attainment of 
efficiency is the most powerful incentive to effort, provided always that 
he is confident of recognition if he forges ahead of the less progressive 
members of the staff. The reward or recognition need not be a 
financial one—it may consist of encouragement of several kinds. But 
there must be this confidence, in the mind of the worker, that if he 
does succeed in making himself proficient and useful the management 
will realise it and acknowledge his success in some real way. 

How can enthusiasm for one’s job be created by overseers or manage- 
ment? There are admittedly a large number of men and women whose 
ambition needs some external stimulus; it is there, latent, but requires 
to be aroused and directed to a productive goal. It has already been 
stated that the right atmosphere and good working conditions usually 
call forth a suitable response from the workers in the form of con- 
scientious effort resulting in good, solid work. But this is not invariably 
so. Something more is required in many cases. What this extra 
incentive is may at first be hard to decide without a process of trial 
and error. The incentives of fear, and of co-operation with other 
workers and with the management, have already been mentioned. In 
most cases it will be found that some more tangible goal is required to 
supplement these aims. 

In America the principle of piece-work has been developed to a 
high degree, but here in Australia there has not been the same confidence 
in this method, either on the part of employers or men. It might be 
suggested, however, that in this matter as in so many others, we have 
much to learn from the U.S.A., where there has been so much more 
intensive study of industrial conditions and wages than in this country. 
Piece-work as a method of stimulating ambition is the answer to many 
problems of industrial management. The various systems of remunera- 
tion by piece-work will repay the closest study on the part of employers 
generally. 

It is essential, when setting piece-work rates, to have the full co- 
operation of the workers, who must thoroughly appreciate all the 
factors entering into the final determination of rates. Standards 
imposed by management without the endorsement of labour will serve 
only to create dissatisfaction and suspicion, and the quality of the work 
will deteriorate in consequence. Too often in the past the practice 
has been to look upon the workers as mere passive tools of manage- 
ment to be so used in the work of the factory or shop, rather than as 
intelligent individuals whose interest and enthusiasm must be aroused 
before any work of real value may be done. Fortunately this pernicious 
outlook has largely disappeared, but it still persists in some quarters so 
that this word of warning is not out of place. Admittedly many 
tmployees fall far short of the ideal as far as attitude to work is 
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concerned—they regard it as a necessary evil in which it would be 
ridiculous to take pleasure—but in the final analysis this can often 
be traced to bad training or careless selection of staff. However, where 
persons have been in the employ of any concern for some time, it is 
natural to expect that they will take pride in their work, if they receive 
reasonable remuneration and are regarded as human beings rather 
than cogs in a wheel. Indeed, it should always be assumed by manage- 
ment that this is so, in order to create a solid basis of mutual under- 
standing on which to plan any system of wages payment. 

Looking for the best from the worker goes some way at least towards 
obtaining it. If a man knows the management does not think highly 
of him, or fails to realise his qualities, he will, if he is a normal 
individual, either look for another job or get into a rut of bitterness 
from which it will be hard indeed to rouse him. Very often the 
responsibility for faulty work lies at the door of the foreman, who is 
either too indifferent, or lacks the knack, to get to understand the 
men’s psychology and so find the secret of getting satisfactory work 
out of them. Staff control must be humanised: especially is this so in 
a country of traditional liberty and equality such as Australia, where 
the workman is the equal of the boss any day of the week (or at least 
likes to think so). 

In setting piece-work rates the co-operation of a select company of 
workers should be sought, so that they may talk the proposal over after- 
wards with their mates in a perfectly free way and report later for 
further discussion. It is often quite useless to try to discuss such 
matters with the mass of employees—they either become tongue-tied 
through fear of saying the wrong thing, and agree with every suggestion 
made by the management in order to appear possessed of equal powers 
of perception; or else they adopt an attitude of quite unnecessary 
truculence. But with selected men, able to speak their mind courteously 
but firmly, there is every prospect of getting both sides of the question 
in clear focus, and so coming to a decision that shall be equally fair to 
both sides. 

The basis of piece-work rates and every other form of payment by 
results is careful time-study of processes or operations performed. 
This time study should be repeated at least twice before rates are struck, 
because on the first occasion there may have been factors operating 
either to increase or reduce speed as compared with a fair average; such 
for instance, as nervousness or the desire to appear quick at the job; 
these tendencies can be corrected on subsequent occasions if the study 
is conducted carefully and with the minimum of fuss. Closely associated 
with time-study is motion-study, the aim of which is to find out the 
best and quickest way of performing a routine task. Thus, having 
perfected the method, attention is given to ascertaining the average 
time taken to perform the work, by an employee of average ability and 
speed. 

It must be borne in mind that rates should be so set that it will be 
possible for all to earn a living wage. This is ensured in practice by 
fixing a minimum wage which represents a certain volume of production 
or number of processes carried out, and all work done in excess of 
this minimum is paid for at the predetermined rate, so that the employee 
is fairly remunerated for his efforts and the firm also shares in the 
results of his industry. Thus the average and lower-than-average 
employee is assured of a competence, while the worker capable of 
turning out satisfactory work at greater speed knows he can earn 
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considerably above the basic wage for the industry in which he is 
engaged. 

A constant incentive to accuracy in rate-setting is that piece-work 
rates, once fixed, can rarely be altered, at least adversely from the 
workers’ point of view; except to reflect changes in living costs which 
have the support of new awards by the Court. If, for instance, it is 
found that certain rates yield employees a higher remuneration than 
was anticipated, owing to carelessness in rate-setting, a move by the 
management to reduce standards would be met with hostility and 
suspicion by the employees, who would quite naturally feel that the 
firm was “trying to put one over them.” Consequently, an effort should 
be made, when discussing rates with the workers’ representatives, to 
secure absolute unanimity on the standard of wages aimed at, so that 
only the workers who are really worth more may exceed the living 
wage. It may be possible, in some cases, to arrange for a probationary 
period during which the new rates will be put on trial, and where this 
can be done it is undoubtedly a wise precaution, 

Incentives so far discussed have been associated with personal 
efficiency, pride in the firm, recognition of effort and service, and hope 
of gain. There is another very important motive for good work, and 
that is the application of the team spirit, so that different groups of 
workers may compete with each other. Normally this is most easily 
done when the work performed is similar, but this is by no means 
essential, as comparable standards can be set, now matter how dissimilar 
the work on the various departments or groups may be. Some award 
will be the prize aimed at, and it need not necessarily be monetary. It 
may be an award of a privilege, to be enjoyed for a certain length of 
time. But whatever it is, the motive is pride in the team, rather than 
hope of direct personal gain. 

With regard to sales staff, whether internal or external, the problem 
of incentives is much the same, except that sales figures themselves are 
a constant goad, at least to the conscientious type of man or woman. 
If it can be seen that the day’s or week’s takings or orders have fallen 
off by comparison with the previous period, and this is readily ascertain- 
able from the records kept, copies of orders, etc., the person concerned 
knows that this will be clear to the management, as it is to him, and 
will accordingly try to make up his deficiency the following period. 
But this permanent incentive sometimes requires strengthening by a 
special competition or drive, and the remarks above on employees 
generally, apply to sales-people as well as to every other class of 
modern worker. 

It is hoped that the suggestions made will send readers to the 
standard case-books, where detailed methods of remuneration are 
discussed with reference to specific classes of work. There are many 
methods that have been tried and proved effective, and it is hoped in 
a later article to discuss some of these as specific applications to given 
conditions. 
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Bankruptcy Practice in Australia—ll 
By N.S. YOUNG, A.1.C.A. 


Acts oF BANKRUPTCY 

An act of bankruptcy may be regarded as prima facie evidence that 
the debtor who has committed it is insolvent; its consequences enure for 
six months after it has been committed. Because of the serious disabili- 
ties which can be suffered by a person who commits an act of bankruptcy 
the courts will construe the provisions of S. 52 strictly and, if a 
creditor alleges that a debtor has committed an act of bankruptcy, he 
must prove his allegation within the actual words of the statute. 

An act of bankruptcy has a double significance. 

(1) Until a debtor has committed an act of bankruptcy it is impossible 
for a creditor to commence proceedings to have him made bank- 
rupt. 

(2) Once creditors and other persons having dealings with a debtor 
who has committed an act of bankruptcy acquire knowledge of 
this fact, they should remember that for six months at least 
further transactions with the debtor are liable to be impeached 
by the debtor’s prospective trustee in bankruptcy under the 
doctrine of relation back contained in S. 90 of the Act. S. 52 
of the Bankruptcy Act mentions twelve acts of bankruptcy, 
namely :— 


(a) An assignment of the debtor's property to a trustee for the benefit 
of his creditors generally. (S. 52 (a).) 
To be a conveyance within the description of this act of bankruptcy it 
must be of all or substantially all the debtor’s property. 


Part XI deeds of assignment 

The execution by a debtor of a deed under Part XI is not an act of 
bankruptcy under S. 52 (a) unless the deed is not registered. See also 
S. 52 (1), where a deed is declared void. 

Part XII deeds of arrangement. (Only those deeds where the debtor 
conveys his property to the trustee) 

The execution of a Part XII deed of assignment is an act of bank- 
ruptcy within this subsection, irrespective of whether the deed is regis- 
tered or not. However, in the case of those deeds which have been 
registered and assented to the trustee can limit the period, during which 
the execution of the deed can be availed of by dissentient creditors as an 
act of bankruptcy, to one month, by serving appropriate notice on such 
creditors under S. 198 (1). 


Unregistered Deeds 


Assignments or conveyances for the benefit of a debtor’s creditors 
are frequently made after the discovery of insolvency, having as their 
purpose the avoidance of the publicity, expense and formality which 
attach to a greater or lesser degree to all forms of administration under 
the Bankruptcy Act. Such deeds expose the debtor to bankruptcy 
proceedings, but if all the creditors and the debtor are satisfied the 
greatest risk is run by the person who administers the deed in view of 
his probable liability for acting under what would undoubtedly be an 
unregistered Part XII deed of arrangement. 
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(b) A fraudulent conveyance, gift delivery or transfer by a bankrupt of 
his property or any part thereof. (S. 52 (b).) 

To establish an act of bankruptcy of this description fraud must be 
proved. 

In view of the difficulties which are generally experienced in estab- 
lishing fraud and the fact that most fraudulent conveyances are also 
that @ within the description of the act of bankruptcy specified in S. 52 (c), 
for @ comparatively few petitions are presented using this act of bankruptcy 
bili- as a basis. 






ptcy 

if a WB (c) A payment to a creditor or a transfer to a creditor of any part of 

, he his property or the creation of a charge on any part of his property 
in favour of a creditor by a debtor who is in insolvent circumstances 
where the transaction takes place with the creditor knowing that 

sible the debtor is insolvent. (S. 52 (c).) 

ink- This act of bankruptcy is a common one and amounts to an undue 


preférence which the trustee is able to set aside under S. 95 of the 
btor @ Act, e.g. if a creditor is pressing a debtor for settlement of his account 
> Of Band the debtor calls and explains that he is insolvent and shows the 
east B creditor a balance sheet which confirms the debtor’s statement and 
hed @ notwithstanding this the creditor forces the debtor to give him a pay- 
the @ ment on account, or in settlement, this transaction would be an act of 
52 @ bankruptcy and also an undue preference. 





tcy, 
(d) Where a debtor departs from or remains out of Australia or out 
, of the State, or departs from his dwelling house or usual place of 
ep business or otherwise absents himself or begins to keep house with 
intent to defeat or delay his creditors. (S. 52 (d).) 
p= To prove this act of bankruptcy it is necessary for the creditor to 
show that the debtor’s conduct involves a definite intention to defeat or 
delay his creditors. This intention may be proved either by admissions 
of by the debtor himself or from the surrounding circumstances. In view 
Iso Of the technical nature of this act of bankruptcy and the difficulties of 
proof which are often associated with it, one does not find it selected 
os in many cases in practice as the act of bankruptcy on which the 
IC 


petition is founded. 


nk- @ (e) If the debtor’s goods have been sold or held by a sheriff for seven 


yis- days under an execution or if an execution has been issued against 
eel the debtor’s property and has been returned unsatisfied. (S. 52 (e).) 
ich 


There is usually no mistaking the insolvent condition of a debtor 


> against whose property an execution has been completed or has been 
” unsuccessful because of lack of assets. 
Before a creditor can use this process the preparatory demand for 

payment will give the debtor reasonable opportunity of satisfying the 
ors. ‘reditor’s claim if he is able or willing to do so. 
et (f{) If the debtor has been adjudged or declared bankrupt or insolvent 
ich by any court in the King’s Dominions out of the Commonwealth 
re having jurisdiction in bankruptcy or insolvency. (S. 52 (f).) 
the In such a case all that the creditor need produce as evidence of the 
of act of bankruptcy is a duly certified copy under the seal of the court 





of the order of adjudication by which the debtor was declared or ad- 
judged bankrupt or insolvent. 
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(g) If the debtor at any meeting of creditors consents to present a 
petition for the sequestration of his estate and he does not within 
48 hours from the date of his consent present the petition. (S. 52 
(g)-) 

The important ingredient in this act of bankruptcy is the consent of 
the debtor to his presenting the petition and the creditor should see 
that he is able to produce minutes of the meeting at which the debtor's 
consent is recorded. 


(h) If the debtor at any meeting of his creditors admits that he is in 
insolvent circumstances, and is requested by a resolution of a 
majority of the creditors present at the meeting to surrender his 
estate for administration in accordance with the Bankruptcy Act, 
and he refuses to surrender his estate. (S. 52 (h).) 


To constitute this act of bankruptcy there must be, firstly, an admission 
by the debtor that he is in insolvent circumstances; secondly, a request 
by a majority of the creditors in the form of a resolution requiring the 
debtor to surrender his estate for administration in accordance with 
the Bankruptcy Act; and, thirdly, there must be a refusal by the debtor 
to this surrender. 

Usually the debtor’s or his agent’s explanation to the creditors at 
the meeting, coupled with his statement of assets and liabilities, will be 
sufficient to establish an admission of insolvency. 

It is important, however, that a resolution requesting the debtor to 
surrender his estate for administration in accordance with the Act 
should be passed as in the absence of this resolution, notwithstanding 
that the debtor may have admitted that he is insolvent, no act of 
bankruptcy will have been committed. (Re Misgheris, 2 A.B.C. 26). 

Then it must be shown that the debtor has refused to surrender his 
estate for administration in accordance with the Bankruptcy Act. This 
requirement will not be satisfied by showing that the debtor has refused 
to agree to petition for the sequestration of his estate, as it must also 
be shown that the debtor has refused to subject his affairs to adminis- 
tration by way of the alternative modes provided by Parts XI and 
XII of the Act. (Re Carpas, 3 A.B.C. 264.) 


(i) If the debtor files in the court a declaration of his inability to pay 
his debts or presents a bankruptcy petition against himself. (S. 52 
(i).) 

This act of bankruptcy is self-explanatory, and is in part comple- 
mentary to the provisions of S. 57 of the Act. 


(j) Non-compliance with a bankruptcy notice. (S. 52 (j).) 


This is the favourite act of bankruptcy used by creditors who desire 
to petition for the sequestration of a debtor’s estate. In practice, where 
a creditor cannot recover payment of his account, he usually issues a 
summons against the debtor. If the debtor does not pay or compound 
as a result of receiving this summons, the creditor can take the matter 
a stage further and sign judgment in default. If the debtor enters a 
defence which proves unsuccessful at the hearing the creditor will obtain 
judgment for the amount declared to be owing by the court. Should 
the debtor still refuse to pay or compound after the creditor has signed 
judgment, a bankruptcy notice can be issued provided execution on the 
judgment has not been stayed. 
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This issue of a bankruptcy notice is a formal matter and is usually 
entrusted to a solicitor. S. 53 of the Act describes the form, require- 
ments and consequences of a bankruptcy notice. 

After the debtor has been served with a bankruptcy notice he is given 
seven days within which to pay or compound the creditor’s debt, or 
alternatively satisfy the court that he has a counterclaim set off or cross 
demand which equals or exceeds the amount of the judgment debt, and 
which he could not set up in the action or proceedings in which the 
judgment or order was obtained. In other words, if the debtor can 
prove that the creditor owes him as much or more than he is claiming 
under the judgment, the court will not make a sequestration order. 

It is a matter of some considerable difficulty, however, for a debtor at 
this late stage to establish a counterclaim set off or cross demand, as 
§. 52 (j) clearly lays it down that the counterclaim must be one which 
could not be set up by the debtor in the action or proceedings in which 
the creditor obtained his judgment. 

It must be one which 

“from point of time or from its nature, or from the absence of 
empowering provisions, or from positive inhibition so to do, could 
not be set up in the particular action arising out of which the 
creditor obtained his judgment.” 
(Re Stokvis, 7 A.B.C. 53). If the debtor has the opportunity of setting 
up the counterclaim, and for any reason omits to do so, then his rights 
are lost. (Jn re Stephenson, 2 A.B.C. 9.) 

It is essential for the debtor to come forward to the court with clear 
evidence of the counterclaim set off or cross demand, and it is not 
sufficient for him to allege facts which have not been proved. (Jn re 
Cor, 7 A.B.C. 98.) This is particularly so where the debtor alleges 
aright of action against his creditor for damages or fraud. (Re Rivett 
and another, 5 A.B.C. 182). The counterclaim must be in respect of a 
money demand. (Jn re Jocumsen, 1 A.B.C. 82.) 


(k) If the debtor gives notice to any of his creditors that he has 
suspended or that he is about to suspend payment of his debts. 
(S. 52 (k).) 

The facts necessary to prove this act of bankruptcy will vary consider- 
ably, and there have been a large number of decided cases which lay 
down whether a particular act or line of conduct by a debtor amounts 
to notice that he is about to suspend payment of his debts or that he has 
already suspended payment. 

If a debtor calls a meeting of his creditors and at the meeting admits 
that he is in a tight corner, but suggests that if given time he will be 
able to pay 20/- in the £, and further explains that one creditor is 
pressing him for security, then this would amount to an act of bank- 
tuptcy within the subsection. (Re Byrnes, 3 A.B.C. 94.) 

Notice to a creditor that some of his other creditors are pressing him 
and that he cannot see how he will be able to carry on business, was also 
held to be an act of bankruptcy within S. 52 (k). (Jn re Henderson ex 
parte Parsons, 2 A.B.C. 168.) 


(1) Where at a meeting of creditors held under Part XI of the Act 
or some adjournment thereof, proceedings under that Part are 
not taken or a resolution is not passed that the meeting be not deemed 
an act of bankruptcy, or where proceedings are taken and prove 


ineffectual. (S. 52 (1).) 
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Part XI of the Bankruptcy Act offers a complete code for the adminis- 
tration of the affairs of an insolvent debtor. 

The calling of a meeting under the Part, however, is undoubtedly 
evidence of the debtor’s inability to meet his obligations, and, therefore, 
it is essential that Part XI proceedings, if they do not provide a solution, 
should be connected up with bankruptcy so as to enable the debtor's 
estate to be dealt with in bankruptcy with a minimum of delay. 

An act of bankruptcy is committed in the following circumstances :— 

(1) If at the meeting or an adjournment thereof a resolution is not 
passed accepting a composition or scheme of arrangement or 
deed of assignment, or that the meeting be not deemed an act 
of bankruptcy. 

(2) If the debtor does not execute the deed of assignment pursuant 
to the resolution of creditors within seven days after the 
passing of the resolution. 

(3) If a resolution accepting a scheme or composition is not duly 
confirmed in accordance with the provisions of S. 161 of the Act. 

(4) If the composition or scheme is rejected or annulled pursuant to 
S. 161 on an application made to the court or is annulled pursuant 
to the provisions of S. 161A. 

(5) If the deed of assignment is declared void in pursuance of S. 176 
of the Act. 

The act of bankruptcy, however, is not available for six months as is 

the case with other acts of bankruptcy, but only for a limited period. 

Where a composition or scheme has been rejected or annulled, a 
‘sequestration order must be made against the debtor within seven days 
after the date or the order of rejection or annulment. 

In the case of a deed of assignment which has been declared void, a 
sequestration order must be made against the debtor within fourteen 
days after the date of the declaration. 

In all other cases the sequestration order must be made within two 
months from the date of the first meeting of creditors. 


EFFECTS OF A SEQUESTRATION ORDER 


(1) The status of the person owing money is converted from that of 
a debtor to that of a bankrupt. (S. 54 (2).) 

Immediately the debtor becomes a bankrupt his person and 
affairs are subject to the control of the Bankruptcy Court and, 
until he obtains his discharge or the sequestration order is 
annulled, he suffers under considerable disadvantages which 
directly affect his ability to engage in trading activities or in 
speculations of any description. 

(2) The bankrupt’s property vests in the official receiver. (S. 60 
(1).) 

The bankrupt is stripped of his assets, which automatically, 
on sequestration, vest in the official receiver. There is no neces- 
sity for the bankrupt to execute any formal document of trans- 
fer, and the property which vests in the official receiver does not 
have to be specified. If a bankrupt fails to disclose on his state- 
ment of affairs assets which he owns, these assets nevertheless 
will pass to the official receiver by virtue of the provisions of 
S. 60 (1) above referred to. 

In the case of real estate, however, where the land is held under 
the Torrens System, it would appear that if the official receiver 
or trustee wishes to deal with the land he can do so effectively only 
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if he transmits it into his own name. (See in re Bermingham 
Deceased, 9 A.B.C. 6, but note, however, decision of Clark J. in 

















































dly re Williams, 3 A.B.C. 157.) 

ore, (3) The rights of creditors are converted from rights of action to 
ion, rights of proof. (S. 60 (2).) 

or’s Up to the date of the making of the sequestration order, the 


creditors of the debtor were free to prosecute an action against 
— | him for recovery of their debts. On sequestration, this right of 


not action is converted into a right of proof. 

or @ (4) On secured creditors. 

act The sequestration order does not in any way affect the rights 
of a secured creditor as regards his security. 

ant § The secured creditor remains outside the bankruptcy proceed- 

the § ings unless either his security is successfully challenged by the 
trustee as a preference, or on the grounds that it does not comply 

uly | with the provisions of the relevant State Act under which it was 

\ct. taken, or where the security is either valueless or has a value 

t to less than the amount of the secured creditor’s debt, in which case, 

ant § by following the procedure laid down by the Act, the secured 
: creditor can rank for dividend in respect of any deficiency. 

176 


Destor’s STATEMENT OF AFFAIRS 


is If a debtor petitions for the sequestration of his own estate he must, 
{ at the time of presenting his petition, file with the Registrar a statement 
_a (gof his affairs, and furnish a copy thereof to the official receiver. (S. 
ays (937 (2).) 

3 Where the sequestration order is made on the petition of a creditor, 
|, a (he must do likewise within seven days from the date of the order. The 
een j Registrar may, for special reasons, extend the time. 

3 The Statement of Affairs is really the debtor’s balance sheet at the 
wo (@date of the sequestration order. It must be prepared in accordance with 
Form No. 29 of the First Schedule to the Bankruptcy Rules, and it 
@ must contain the following information :— 

(a) Particulars of the debtor's assets, debts, and liabilities, and losses 


Poe ey 


eal 





of (if any); 

(b) the cause of bankruptcy ; 
ind | (c) the names, residences and occupations of all creditors and debtors ; 
nd, (d) the securities held by creditors respectively, with the dates when 
is J they were given; and 
ich @ (e) such other information as the official receiver requires. 
in The Statement of Affairs supplies the official receiver or trustee with 


the information necessary for the administration of the estate. It 
60 @ contains details of the assets to be realised, particulars of securities held 
@j ly creditors which have to be investigated, and the names of creditors 
lly, {whose claims have to be proved. However, the information contained 
es- @therein must not be regarded either as conclusive or complete. In the 
7 course of administering the estate, the official receiver or trustee may 
@ (discover assets not disclosed on the statement or transactions which have 
te- @resulted in part of the debtor’s estate having been withdrawn to the 
es3_ J prejudice of the general unsecured creditors. He may also have to deal 
of @ with proofs of debt from creditors whose names do not appear on the 
@ ‘ankrupt’s schedule of liabilities. 
ler @ When the bankrupt cannot himself prepare a proper statement of 
@ ifairs the official receiver may, at the expense of the estate, employ 
‘some qualified person to assist in the preparation of the statement. 


(S. 16 (2).) 
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MEETINGS OF CREDITORS IN BANKRUPTCY 


The first meeting of creditors in a bankrupt estate must be called 
within fourteen days after sequestration, unless the Court or the Registrar 
for any special reason thinks fit to fix a later date. (S. 67.) 

This meeting is called to enable creditors— 

(a) To hear the official receiver’s preliminary report on his investi- 

gation of the bankrupt’s financial position and affairs generally. 

(b) To appoint a registered trustee to administer the estate in liey 
of the official receiver, if they so desire. (S. 128 (1).) 

(c) To question the bankrupt in connection with his conduct, 
dealings and financial position. 

(d) To determine the mode to be adopted in dealing with the 
property of the bankrupt. (S. 67.) 

(e) To appoint a Committee of Inspection if they so desire. (S. 74.)] 

(f) To deal generally with any matters which have arisen or might 
arise in connection with the administration of the estate, and on 
which the official receiver requires the direction of creditors. 
(See S. 107 for matters of this description.) 

The manner of calling the first meeting and the regulation of pro- 
ceedings thereat are governed by the provisions of Division 17 of Part! 
III of the Rules. 

The principal rules are :— 

(a) Notice of the meeting accompanied by a special form of 
proxy and a summary of the bankrupt’s statement of affairs 
must be given to all creditors at least seven days before the 
date of the meeting. 

(b) The meeting must be held at a place, which in the opinion off. 
the official receiver is most convenient for the majority in value 
of the creditors. 

(c) The official receiver or some person nominated by him shall be} 
chairman. 

(d) The chairman shall have power to admit and reject a proof 
for the purpose of voting, but his decision shall be subject to 
appeal to the Court. 

(e) No creditor shall be entitled to vote at the meeting unless he 
has lodged his proof of debt with the official receiver not later 
than 12 o’clock of the day preceding the date of the meeting. | 

(f) Secured creditors, and creditors holding a current bill of 
exchange or promissory note may vote, but the value of their 
securities must first be deducted from the amount of their 
claim, and their vote is effective only for the deficiency. 

If this procedure is not followed and a secured creditor votesj 
in respect of the whole of his debt it is possible that he will] 
be deemed to have surrendered his security. It is important 
that a secured creditor should observe the requirements of] 
Rule 307 in lodging a claim for voting. He must incorporate 
in his proof :— 

(1) Particulars of the security; 

(2) the date on which it was given; and 

(3) the value at which he assesses it. 

(g) A creditor may vote in person or by proxy. 

(h) A quorum for a meeting shall be two; only creditors entitled] 
to vote shall be reckoned. 


(i) The wife or husband of a bankrupt shall not be entitled to} 
vote at a meeting. { 
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(j) Minutes of the meeting shall be kept and signed by the chairman, 
or the chairman of the next ensuing meeting. A copy of the 
Minutes showing the names of the mover and seconder of all 
resolutions shall be filed with the Registrar. 

The meeting may be adjourned from time to time and place to 
place by ordinary resolution. 
The vote of the trustee either as a creditor or as a proxy for a 
creditor shall not be reckoned in the majority required for the 
passing of any resolution affecting his remuneration or conduct. 
However, where any person holds special proxies to vote for the 
appointment of himself as trustee he may use the proxies and 
vote accordingly. 
No person shall vote in favour of any resolution which would 
directly or indirectly place himself, his partner or employer in 
a position to receive any remuneration out of the estate of the 
debtor otherwise than as a creditor rateably with the other 
creditors. 

Tue OFFICIAL RECEIVER 


In the majority of the Bankruptcy Districts the official receiver is 


%: Commonwealth civil servant engaged almost exclusively in carrying 


wt the administration of bankrupt estates, i.e., the estates of debtors 


{ja respect of whose affairs a sequestration order has been made. 


The official receiver’s functions may be divided into sections 
(a) statutory duties, 
(b) administrative duties. 


Siatutory Duties: 
(a) To investigate and report to Court upon 
(i) The conduct property dealings and transactions of the 
debtor. 
(ii) The actual cause of bankruptcy. 
(iii) The amount of assets and liabilities. 
(iv) The books and accounts kept by the debtor. 
In particular he must draw the Court’s attention to any 
offences committed by the debtor. (S. 15.) 

(b) To make such further investigations and reports concerning the 
debtor’s conduct and the causes of bankruptcy as the Court 
directs. (S. 15.) 

(c) To take part in the public examination. (S. 15.) 

(d) To assist in the prosecution of the bankrupt if so directed by 
the Court or the Attorney General. (S. 15.) 

(e) To summon and preside at the first meeting of creditors. (S. 16.) 

(f) To publish notices of first meeting, public examination, etc. 
(S.16.) 

(g) To authorise the employment of some person to assist the 
debtor in the preparation of his statement of affairs in certain 
circumstances. (S. 16.) 


Bdministrative Duties: 

Immediately a sequestration order is made the property of the 
@xnkrupt vests in the official receiver named in the order. This does 
wt mean that the named official receiver will necessarily administer 
he estate because at the first meeting of creditors it is permissible for 
Be creditors to appoint a registered trustee (generally a practising 
«countant) to the office of trustee of the particular estate. If this 
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happens the official receiver hands over the administration to the 
trustee who then proceeds to realise the property and distribute the 
proceeds. 

Where no trustee is appointed by the creditors the official receiver 


acts as trustee and in that capacity carries out the same administrative | 


duties as a registered trustee. Even where a registered trustee is 
appointed to administer a bankrupt estate the official receiver must 
still carry out his statutory duties in relation to that estate. 





Correspondence 


THE VICTORIAN AUDITOR-GENERAL’S REPORT 
The Editor, The Australian Accountant. 


Dear Sir, 

Mr. A. A. Fitzgerald’s review, in the November issue of the Journal, 
of the Auditor-General’s report for the year ended 30th June, 1940, calls 
attention to some matters which are of outstanding importance to every- 
one who is interested in the financial welfare of this country and which 
have been adversely criticised by the Auditor-General. Both the review 
and the Auditor-General’s report, however, suffer from the disability 
that neither is vigorous in condemnation of the persistent violation by 
the Government of the accepted principle that current revenue should be 
charged with the unseen current losses due to the depreciation of its 
capital assets. The Auditor-General has drawn attention to the fact 
that inadequate provision has been made to meet these losses, but his 
criticism is mild, so mild that it passes unnoticed by those against whom 
it is directed. “It droppeth as the gentle rain from Heaven.” 

The Railways Commissioners’ statement relative to the accounts 
under their control is clear and downright. 

In their annual report for the year 1939-40 they say that the amount 
provided in that year for depreciation “is less than one-half the amount 
necessary to meet the wear and tear that actually occurs each year in 
giving service. We would reiterate that the effect of this inadequate 
provision for depreciation is to understate the actual working costs and 
inevitably lead to recurrence of the over-capitalisation from which the 
railways were relieved in 1937.” 

Further, the Commissioners include in the statements accompanying 
their report one which shows the “balance not provided for” of depre- 
ciation accrued since 1/7/1937 to be £998,583. 

In three years losses which are estimated to amount to £1,000,000 
(round figures) have been incurred and the people of Victoria, for 
whom they have been incurred, have not been charged with them. Of 
this amount, the amount which, according to the Commissioners’ esti- 
mate, is attributable to the year 1939-40 exceeds £300,000 (Auditor- 
General’s report, p. 64). And yet, in the face of these facts, the 
Treasurer, in his statement to Parliament, claims “surplus on year 


1939-40” of £6,260/14/-. That claim is not correct and it cannot be 
justified. 

It will be remembered that as from 1/7/1937 Parliament wrote off 
£30,000,000 of the railway liability. The money represented by that 
£30,000,000 is still owed by the State and the annual interest on it is 
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(round figures) £1,200,000—vide the Treasurer’s statement for 1939- 


40, page 77. 
For nearly 30 years, in my own experience, railways commissioners 


have informed successive governments that losses of value of railway 
property due to giving service should be charged against current revenue 
and have urged that this should be done, but financial principles were 
subordinated to political considerations and either no provision or 
inadequate provision was made during the whole of that period. And 
what applies to that period applies with greater force to the whole 
period of the existence of the railways. 

The resultant loss was estimated to amount, in round figures, to 
£30,000,000, and, as is mentioned above, it was “written off.” It is idle 
to rail at the men who were, directly or indirectly, responsible for the 
drift to that highly unsatisfactory position. Most of them have died 
or have passed out of political life and they are thus beyond criticism. 
But it is quite another matter that the Government which is now in 
charge of the destinies of this State should follow the same easy road 
and refuse to face up to its responsibilities. 

The people are entitled to be told the facts. They are entitled to the 
provision, by Government, of such services and amenities as they are 
able and are prepared to pay for. One thing they are not entitled to: 
and that is to ignore the cost of services provided for their use and 
benefit, and to transfer to those who come after them the liability there- 
for without any corresponding asset. 

That is what is being done in respect of the railway and the water 
supply services—there are others, but these are two important ones— 
and an emphatic protest is called for. 

We are not paying for what we are getting and the Treasurer is not 
telling the people the facts. The facts may be—no doubt they are— 
unpleasant, but we should face them. 

These comments relate to the matters dealt with in the Auditor- 
General’s report and, generally, not to the report itself. It may, how- 
ever, be remarked that there are in the report some redundancies which 
it would be well to correct in future in view of the need for the saving 
of paper, e.g., on page 5 there are given deiails of the expenditure from 
the vote for unforeseen and accidental expenditure. Having in view that 
particulars of this expenditure are given in greater detail on p. 50 of 
the Treasurer’s statement, the information given by the Auditor- 
General cannot be regarded as either necessary or valuable. There 
are other items to which somewhat similar exception might be taken. 

Yours faithfully, 
T. F. BRENNAN. 
Melbourne, 8/1/1941. 
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Periodical Calculations 


By R. P. HEATHWOOD, A.I.C.A., A.A.I.S. 


The following chart provides a simple means of calculating the 
number of days and weeks between two dates. 
often required for the computation of interest or rents and for the 
making of apportionments in trustee accounting. But an even more 


frequent use of periodical calculation is made in computing charges | 
for cold storage, a type of business which is steadily becoming of | 


Such calculations are | 


increasing importance to Australia. 
The rates for various types of storage and treatment vary consider- 


ably but the basis of the charges is invariably one in which the time | 
The debits may be made on a monthly, 


factor plays a considerable part. 
I think, from experience, 


seasonal or weekly calculation. 
last—based on a unit charge per week or part thereof—is by far the 


most commonly used. 


days for the 


that the 


It is general practice for both the intake day 
and the day of the delivery from the store to be regarded as whole 
purpose of calculation of the storage period. 




















































































































































































































From | Jan. | Feb. | Mar. | Apr. | May June | July | Aug. | Sept.) Oct. | Nov. | Dee, 
Jan. [52-2 | 4-4 | 8-4 |13-0 |17-2 [21-5 [26-0 |30-3 |34~6 |39-1 ~4 [47 -6 
Feb. |47-6 |52-2 | 4-1 | 8-4 |12-6 |17-2 |21-4 |26-0 |30-3 |34-5 |39-1 rie 
Mar. |43-6 |48-2 |52-2 | 4-4 | 8-6 [13-2 |17-4 |22-0 |26-3 |30-5 — 39-3 
"Apr. {39-3 [43-6 [47-6 [52-2 | 4-3 | 8-6 {13-1 [17-4 [22-0 |26-2 |30-5 [35-0 
May |35-1 [39-4 43-4 |48-0 |52-2 | 4-4 | 8-6 {13-2 [17-5 |22-0 |26-3 |30-5 
June [30-5 |35-1 |39-1 |43-4 [47-6 |52-2 | 4-3 | 8-6 [13-2 [17-4 [22-0 [26-2 
July |26-3 |30-6 |34-6 |39-2 |43-4 |48-0 [52-2 | 4-4 | 9-0 [13-2 [17-5 {22-0 
Aug. |22-0 |26-3 |30-3 |34-6 |39-1 [43-4 [47-6 52-2 | 4-4 | 8-6 |13-2 [17-4 
Sept. |17-4 |22-0 |26-0 |30-3 |34-5 |39-1 43-3 |47-6 |52-2 | 4-3 | 8-6 [13-1 
Oct. |13-2 |17-5 |21-5 [26-1 |30-3 |34-6 [39-1 |43-4 48-0 [52-2 | 4-4 | 8-6 
~ Nov. | 8-6 {13-2 {17-2 {21-5 |26-0 |30-3 |34-5 |39-1 [43-4 [47-6 |52-2 | 43 
Dec. | 4-4 | 9-0 [13-0 |17-3 21-5 [26-1 30-3 (34-6 |39-2 [43-4 |48-0 |52-2 

















It is obvious that extension of the storage period must in every case 


be promptly and accurately made. 


are in use, each with their own particular good points. 


For this purpose various calculators 


Most of those 
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commercially available are, unfortunately, cumbersome and in some 
cases are so constructed that, although time may be saved, they increase 
possible sources of error—mainly, I believe, through attempting to 
achieve too much in one operation. The importance of a simple and 


accurate chart may be gauged from the fact that in one Sydney works 
alone last year more than fifty thousand extensions were handled by 
a small clerical staff. 
fifty weeks. 

The chart is set out in weeks and days thus: 47-6 is read as 47 weeks 
and 6 days and the progressive readings under each month column from 
left to right are from the same day in the previous month: Jan. 1 to 


In many cases the periods were as much as 
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Feb. 1 = 44; Jan. 1 to Mar. 1 = 84, &c. It follows of course that 
the process is the same from any date in one month to the same date 
in another month and that any variation between the “in” and “out” 
dates must be adjusted by addition or subtraction as the case may be. 
Two examples should make the working clear: 

A. Goods placed in store on 15th Feb. and taken out on 20th Aug.: 


15th Feb. to 15th Aug. (from chart) 26 wks. 
+ 15th Aug. to 20th Aug. 5 dys. 





Full period (taken as 27 wks.) 26 wks. 5 dys. 
B. Goods placed in store on 28th Feb. and taken out on 11th Aug.: 

28th Feb. to 28th Aug. (from chart) = 26 wks. 

— 11th Aug. to 28th Aug. = 2 wks. 3 dys. 





Full period = 23 wks. 4 dys. 





Articles in Overseas Journals 


The ‘Accountant 


September 7, 1940: War Aims, by Professor J. H. Jones; Accountants 
and the Law of Negligence—XIV, by W. Summerfield and F. B. 
Reynolds ; Methods of Calculating Depreciation of Assets, being the 
Report on a Questionnaire issued by the Accounting Research 
Association. 

September 14, 1940: Business Problems in Coastal Defence Areas, 
by G. P. Morgan-Jones; The Verification of Restaurant Cash 
Takings, by H. Dugdale. 

September 21, 1940: Leading Article on Reconstruction and Saving ; 
House Purchase Finance, by H. C. F. Holgate; The Form of Final 
Accounts—I, by W. T. Baxter. 

September 28, 1940: Reconstruction, by Professor J. H. Jones; The 
Form of Final Accounts—I continued, by W. T. Baxter. 

October 5, 1940: Accountants and the Law of Negligence—XV, by 
W. Summerfield and F. B. Reynolds; Publicity and the Profession. 

October 12, 1940: Investment Aspect of Savings, by H. Ferguson. 

October 19, 1940: Leading Article on The Form of Final Accounts ; 
The Economic Burden of War—I, by Professor J. H. Jones; The 
Form of Final Accounts—I continued, by W. T. Baxter. 

October 26, 1940: Leading Article on “Planned Planning” for Peace; 
The Economic Burden of War—II, by Professor J. H. Jones. 

The Canadian Chartered Accountant 

November, 1940: Automobile Dealership Accounts and Control, by 
J. P. Redpath. 

The Journal of Accountancy 

October, 1940: What is a Balance Sheet? by W. H. Whitney; Payroll 
Accounting for Construction Contractors, by W. B. Pinson; 
Inventories, being a tentative statement by the Research Department 
of the American Institute of Accountants; Punched Card Account- 
ing from the Audit Viewpoint, by L. E. Vannais. 

November, 1940: Accounting Problems of Government War Con- 
tracts, by Prior Sinclair; Distribution Costs—Present Methods of 
Cost Analysis, by D. R. Longman; Estate Planning, a Unique 
Service, by W. T. Sunley. 
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Book Reviews 


Bookkeeping and Accounting. 

Whitcombe and Tombs, Ltd., the Australian and New Zealand 
publishers, have recently brought out two new text books. They are 
really new editions of their two works—‘“Whitcombe’s Practical Book- 


keeping” and “New Zealand Advanced Accounts.” The author of | 


both manuals is E. J. Enting, B.coM., F.R.A.N.zZ. 
Mr. Enting says, in regard to his first text-book, that as a teacher 


of bookkeeping he has long felt the need for a practical manual J 
suitable for beginners. His first edition was intended primarily for | 


the use of pupils in Technical and Secondary schools but additional 


information has now been included to cover the requirements of Stage | 
I Bookkeeping for the New Zealand Accountants’ Professional | 


Examination. 


The second book also contains a large amount of material useful § 
F devel 


to Australian students and business men, covering as it does all sections 


of advanced accounting. Attractive features of this manual are a | 
table of cases and a comprehensive chapter of commercial terms and | 


abbreviations. 
W. Bruce RAINSFORD. 


Australian Company Law. 


One of the commercial tragedies of Federation is that no provision 
was made for the Commonwealth to enact company legislation applicable 
to all States. The result has been, of course, that each State has brought 
into being its own companies act, differing in some respects from that 
of its neighbour. 

In order to bring under notice, for reference purposes, the legislation 
of all the States, Mr. C. M. Collins, a Sydney barrister, has written 
his “Australian Company Law,” published recently by the Law Book 
Company of Australasia Pty. Ltd. 

The author in his preface points out that dealings and transactions 
with companies by members of the Australian community are so 
numerous that it is not sufficient to know merely the law applicable to 
one State. As the Companies Act in force in each of the States follows 
‘somewhat closely the English Companies Act, the task of setting out 
the law of each State under appropriate headings has been made easier. 
However, there are many minor differences running through the 
various Acts which have been carefully explained. 

Thirteen pages of cases, a comprehensive index and twenty-nine 
chapters of company law constitute this useful addition to the office 
library. 

W. Bruce RAINsSFORD. 


Budgetary Control and Standard Costs: J. A. Scott, ¢.A., A.C.W.A. 
Pitman. Pp. xviii + 175. Price 14/-. 

This well produced and thorough book is stated by the publishers to 
be “A Text-book of Accountancy as an Aid to Management.” This 
volume bridges a gap that has too long been left unspanned between 
Modern Cost Accounting Systems and Budgetary Control Methods. 

The subjects of Budgetary Control and Standard Costs are of 
rapidly increasing importance to accountants, and there is, therefore, 2 
real need for this instructive and simply written approach. 
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Mr. Scott deals in turn with what may be styled the instruments 
of modern management namely, Standard Cost Methods, Budgetary 
Control and Business Statistics. 

Another thing which commends this work to readers is the apprecia- 


Stion by the author of the growing social significance of accountancy— 


in fact, Mr. Scott states that “it should never be forgotten that a 
business thrives through rendering useful service to the community.” 
Two basic consid rations—Mr. Scott calls them “Principles” by the 
way—are put forward in this treatise and they may be stated here: 
(1) The consideration of exceptions is taken as a governing factor 
in building up the accounting system. All normal and standard 
results are not unduly stressed, but all abnormal excess costs 
are clearly set out and brought to the notice of the management. 
(2) The practice that variations in performance should be clearly 
stated in terms of cost and all causes for profit and loss should 
be as far as possible shown up in terms of £ s. d. 
The matter is very well arranged and to avoid interrupting the 





mechanism and procedure have been relegated to an Appendix. 
R. E. MAsKELL. 





Taxation Section 
Epitep sy J. A. L. GuNN, F.1.C.A. 


CoLLECTION OF COMMONWEALTH INCOME TAX BY INSTALMENTS 

The Commonwealth Income Tax Assessment Act, as amended by 
Assessment Act No. 2 of 1940, requires all employers to make deductions 
from the salary or wages of their employees in any case where the amount 


J payable to the employee in respect of any week or part of any week 


exceeds £3/17/-. The deductions are on account of payment of 
Commonwealth income tax on income derived during income year ended 
June 30, 1940. 

Deductions are required to be made each pay day commencing with 
the first pay day after January 1, 1941. In view, however, of the fact 


a that the new scheme was not inaugurated until late in December, the 
@ Treasurer has announced that the first deduction need not be made until 
@ the second pay day in January, 1941, but, on such second pay day, a 


double instalment must be deducted. 
Payments made on and after January 1, 1941, in respect of salary or 
wages earned prior to January 1, 1941, are subject to the deduction. 


Definitions 


“Employee” means any person who receives or is entitled to receive 
salary or wages. 

“Salary or wages” means salary, wages, commission, bonuses or 
allowances paid (whether at piece-work rates or otherwise) and 


7 ncludes any payment made— 


(a) under prescribed classes of contracts to the extent to which that 
payment is attributable to labour; 

(b) by a company by way of remuneration to a director; 

(c) by way of superannuation, pension or retiring allowances ; or 

(d) by way of commission to an insurance or time-payment canvasser 

or collector. 
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“Employer” means any person who pays or is liable to pay any salary 
or wages and includes the manager or other principal officer of any 
corporate or unincorporated body of persons and, in the case of a 
partnership, each partner. 


Rates of Deductions 
The amounts to be deducted are shown in the following table :— 


Amount of weekly de- 
Rate of employee’s salary or wages per week, duction to be made by 
including board (15/- per week) and quarters (5/- employer, where em- 
per week) ployee has no depen- 

dants* 


and not exceeding 
and not exceeding 
and not exceeding 
and not exceeding 
and not exceeding 
Exceeding and not exceeding 
Exceeding and not exceeding 


Exceeding 0 
0 
0 
0 
0 
0 
0 

Exceeding 0 and not exceeding 
0 
0 
0 
0 
0 
0 
0 


Exceeding 
Exceeding 
Exceeding 
Exceeding 


oooo 
— 
COUN wWOnoflouwhd 


Exceeding and not exceeding 
Exceeding and not exceeding 
Exceeding and not exceeding 
Exceeding and not exceeding 
Exceeding and not exceeding 
Exceeding £16 and not exceeding 
Exceeding £17 10 and not exceeding 
Exceeding £18 10 0. The amount of the deduction is to be calculated by 

multiplying the number of pounds (nearest £) by 5/-. 


oooooooocoooocmn“jny“‘e 
SOngonoacoonancoocoo 


*In the case of an employee who has dependants, the weekly deduction will 
be 5/- less for each dependant shown in the declaration furnished by him to his 
employer. 


Maximum Instalment Deduction 


The maximum instalment deduction should not exceed 5/- in £ per 
week. This applies to all incomes, including those of over £1,000 a 
year. For example, if an employee’s salary were £43/9/8 per week, j 
his weekly deduction would be £10/15/-. If his salary were £43/10/8, | 
the deduction would be £11 per week, i.e. number of pounds (nearest J 
£) multiplied by 5/-. : 


Rebate for Dependants 


Rebates from the amount of weekly deductions required to be made J 
from salary and wages are allowable as follow, if the dependants were | 
wholly maintained by the taxpayer at July 1, 1940:— 

(a) 5/- per week in respect of a taxpayer’s spouse if she is a resident 
of Australia and was wholly maintained by the taxpayer. Ifa] 
taxpayer is a widower or widow, a rebate is allowable in respect § 
of a female relative maintained by him or her, and having care J 
of his or her children under 16 years of age. ; 

(b) 5/- per week in respect of each child of a taxpayer under 16) 
years of age on July 1, 1940, who is a resident of Australia and | 
who was wholly maintained by the taxpayer. 

(c) 5/- per week in respect of a taxpayer’s mother who is a resident J 
of Australia and who was wholly maintained by the taxpayer. 

N.B.—The Amending Act containing the above new concession has j 


not come to hand, but it is understood that the allowance in respect of fs 


a dependant mother is deductible only where the mother is in receipt of Mp 
no separate income whatever. 
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Example :— 

A taxpayer, who is in receipt of a salary of £8/10/- per week, 
wholly maintained his wife, his mother, who died on December 18, 1940, 
and one daughter, who became 16 years of age on July 31, 1940. It 
will be observed that, so long as the daughter was under 16 on July 1, 
1940, the dependant rebate applies. Again, as the taxpayer’s mother was 
alive, and was wholly maintained by him, on July 1, 1940, the fact that 
she has since died does not affect the right to the rebate. The taxpayer is 
@ therefore entitled to a deduction in respect of all three dependants, 
and the weekly deduction is :— 

Exceeding £7/10/- and not exceeding £8/10/-.. .. .. £1 0 0 

Less rebate in respect of three dependants .. .. .. .. 15 0 


Amount to be deducted from weekly salary .. .. .. 5 0 


a The employee is not entitled to any rebate for dependants unless he 
a has lodged the necessary declaration (Form T.I. 2) with his employer. 
This declaration must be prepared in duplicate. The original is to be 
@ retained by the employer, and should be made available to Departmental 
@ inspectors when required. The duplicate is to be forwarded within 30 

days of completion by the employer to the Deputy Commissioner of 
@ Taxation of the State where the deduction is made. Any rebate allowed 
@ by the employer must be discontinued on July 1 each year, unless a fresh 
Giorm is completed by the employee. 


i Where Payment for Any Week is Made in Two or More Separate Sums 


Where payment for any week is made in two or more separate sums 
@ by the one employer, all sums so paid must, for the purpose of computing 
J the amount of the deduction, be treated as one sum, but the deduction 
may be made either wholly from any one of the sums or in part from 
Geach of the sums paid. 


Where Meals, etc., Provided 


Where the employee also receives meals, sustenance, use of premises 
@or quarters, from his employer as part’ consideration for his services, 
the sum of 15/- per week for meals or sustenance, and 5/- per week for 
athe use of premises or quarters, is to be added to the employee's 
@emuneration in computing the deduction to be made by the employer. 
Example :— 

Station manager employed at weekly salary of .. .. £6 5 O 
Add value of meals and quarters provided .. .. .. .. 1 0 0 


en SI ng ko sk na wh ce os ee 0s oo es, OOO 


Amount of weekly deduction applicable to remuneration 
| SE ee a ae ara 
Deduct rebate for dependent mother .. .. .. .. .. 
Amount to be deducted from weekly remuneration . . 


Fortnightly and Other Payments 


The Act provides that, where an employee is entitled to receive from 

@" employer in respect of any week or part thereof salary or wages in 

mxcess of £3/17/-, the employer shall, at the time of making payment 

@‘{ the salary or wages, make deductions therefrom at the prescribed 
tates. 





278 THE AUSTRALIAN ACCOUNTANT JAN. 


Example :— 

A, who has no dependants, is employed at an annual salary of £400, 
payable £15/7/8 per fortnight. The deduction applicable to a weekly 
salary of £7/13/10 is £1. The amount to be deducted from the fort- 


nightly payment is therefore £2. 

B, who has one dependant, is employed at an annual salary of £400, 
payable £33/6/8 per calendar month. The deduction to be made from 
the payment to B on January 31, 1941, is calculated as follows :— 


Week ending 7/1/1941— 
Salary in respect of week, — 10 
Deduction .. .. “ eee 
Less dependant rebate “a Oo ee ee 5 


Week ending 14/1/1941 .. .. . 
Week ending 21/1/1941 . 
Week ending 28/1/1941 .. eee 
Period 29/1/1941 to 31/1/1941 (inclusive) — 
Salary in respect of 3 days, £3/5/11 
Deduction for full week ended 4/2/1941 made below 


0 
0 


Amount to be deducted from a vn of 
£33/6/8 . ; 
The sain for sabia 1941, is as adlewes — 


Period ending 4/2/1941— 
Salary in respect of 4 days = £4/7/11 
As the payment for week ending 4/2/1941 is made in two sums, 
the deduction must be made either from the sum of £3/5/11 
to 31/1/1941 or the sum of ow or in — from each of 
these sums .. . . 
Week ending 11/2/1941 . 
Week ending 18/2/1941 . 
Week ending 25/2/1941 .. 


Amount to be deducted from monthly payment of £33/6/8 .. .. 


Similar adjustments would have to be made each month thereafter until 
the employee’s current instalments cease. 

A more practical method, and one undoubtedly acceptable to the | 
department, is to deduct four weekly instalments for the first two 
months, and five instalments for the third month, in each quarter. 


Directors of Companies 

“Salary or wages” includes, inter alia, any payment made by a 
company by way of remuneration to a director. It is considered that | 
the term “remuneration” is wide enough to include fees, salary, bonus, 
or any other form of remuneration in respect of the office of director. 

Example :— 

A, who has four dependants, is managing director of Company X, 
deriving a salary of £4,000 per annum, payable every four weeks. He 
is also a director of Company Y, his fees being £200 per annum, payable } 
half-yearly : 3 

A is entitled to receive from Company X the sum of £76/18/6 in | 
respect of each week. Multiply the number of pounds (nearest £ = 77) 
by 5/- = £19/5/-, less four dependants at 5/- = £1; net deduction, 
£18/5/-. Deduction from each four-weekly payment of £307/14/-: 
£18/5/- X 4 = £73. 

With regard to the director’s fee paid to A by Company Y, £200 per § 
annum represents slightly over £3/6/11 per week; as it is not in excess 
of £3/17/- per week, no deduction should be made. 

Where it is the custom, as in the case of many private companies, to 
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credit fees, etc., to the directors’ accounts in the books of the company, 
the deduction will be made when each credit entry is made, and, there- 
fore, no deduction will be made from sums drawn by the directors 
against those credits. 


Travelling Expenses 
In the case of commercial travellers and other car and travelling 
allowances by the employer, sums so paid should not enter into the 
calculation in arriving at the instalment deduction. 


Tax Instalment Stamps 


The Act requires employers to make deductions from salaries or wages 
of employees to whom they must deliver tax instalment stamps equal in 
value to the amount so deducted. These stamps, which must be bought 
by the employer, are on sale at all Post Offices in the following 
denominations :—6d., 1/-, 2/-, 3/-, 4/-, 5/-, 6/-, 8/-, 9/-, 10/-, 12/-, 
15/-, 16/-, 18/-, £1, £2. The employer is authorised to deduct the 
value of the stamps from the salary or wages payable to the employee. 

Where there is a large number of employees, arrangements may be 
made with the Department for cash deductions to be made by the 
employers and paid by them to the Department. In that event, the 
stamps will not be used, and instalments will be dealt with under a 
“group scheme.” ‘This is dealt with later. 


Employee to Affix Stamps in Stamp Book 

As soon as the employee receives the tax stamps, he must affix them 
in a stamp book, and must cancel each stamp by writing thereon his 
name or initials, and the date of payment. 

It is the duty of the employee to provide the stamp book. Approved 
books are obtainable at a small cost from stationers. The stamps must 
be affixed to one side of the page only, and must not overlap. The 
employee’s name and address must be written on the other side of 
the page. 

Adjustment of Tax on Receipt of Notice of Assessment 

It should always be remembered that the deduction from current 
salary or wages is in respect of Commonwealth income tax payable in 
respect of the previous income year. When an employee receives his 
notice of assessment in respect of income derived during year ended 
June 30, 1940, he must, not later than the due date of payment of the 
tax as shown in the assessment notice, forward or deliver the pages, to 
which his tax stamps have been affixed, to the Taxation Office. The 
stamps will be accepted at their face value in payment, or part payment, 
of the Commonwealth income tax payable by the employee. An example 
showing how the adjustment is made is given in the next paragraph. 

If the value of the stamps is insufficient to pay the tax, the balance 
must be paid in cash by the due date shown on the assessment notice. 

If the value of the stamps exceeds the amount of the tax, a cash 
refund will be paid to the employee immediately. If the employee 
sends his assessment notice and the stamps to the Taxation Office by 
mail, any refund payable to him for excess stamps will be forwarded to 
him by cheque with the receipt for payment of his tax. 


Where Employee has Accumulated Sufficient Stamps 


In any case where an employee considers that he has accumulated 
sufficient stamps to meet his liability, but has not received a notice of 
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assessment, he may request the Department to issue his notice of 
assessment. 
Example :— 
The following is A’s taxable income for year ended June 30, 1940:— 
PE a6 wa ak -os 66 Rw KO Se BOON Oh He. eh We £472 
Deduct— 
EE ES ae ee eee 
fe ee ae a 


Statetory qremmaptiem 2. 2. cc 20 0s 20 ce 00 


Taxable income .. .. . 


Commonwealth income tax payable is £20 0 @ 16d. = £1/6/8. 

His current salary is £8/10/- per week. He had five dependants on 
July 1, 1940. The deduction appropriate to a weekly salary of £8/10/- 
is £1, but as A is entitled to a dependant rebate of £1/5/- there is no 
deduction. 

At the close of week ended January 11, 1941, he received a bonus of 
£10, and his deduction for that week is :— 

Salary and bonus, £18/10/-. 

Deduction applicable to —_" 

Dependant rebate .. Je 


Amount to be deducted .. . 


A has now accumulated stamps (£2/16/-) more than sufficient to 
pay the Commonwealth income tax on his 1939-40 taxable income, 
£1/6/8. He may therefore apply for the issue of his assessment. When 
he receives the assessment, he will return it to the Department with the 
page to which the stamps have been affixed, and will receive an immediate 
refund of £1/9/4. 


Certificate of Exemption 

When an employee pays his tax, the Department will issue to him 
a certificate of exemption which will authorise his employer to cease 
making deductions. The employee must show the certificate of exemp- 
tion to his employer in order that the deductions may be discontinued, 
but the exemption certificate must be retained by the employee. This 
certificate will hold good until July 31 of each year. On August 1 
of each year, the deductions will recommence. 


Where Employee Not Liable to Income Tax in Respect of Previous 
Income Year 


An employee who has lodged a return for income year ended June 30, 
1940, and who considers that he is not liable to pay Commonwealth 
income tax in respect of that income, should immediately apply to the 
Taxation Department for a certificate of exemption. If the Depart- 
ment is satisfied that no tax is payable by the employee in respect of 
income year ended June 30, 1940, the certificate will be issued. This 
should be immediately produced to his employer, who is thereby 
authorised to refrain from making any deduction until July 31, 1941. 

A certificate of exemption will not be issued until the employee lodges 
a return. Where an employee has not lodged a return for year ended 
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June 30, 1940, and he considers he is not liable to Commonwealth 
income tax for that year, his application for a certificate of exemption 
must be accompanied by an income tax return for 1939-40; otherwise 
the certificate will not be issued. 

In any event, every taxpayer must lodge a return by January 14, 
1941, where his or her income for year ended June 30, 1940, was 
between £200 and £250. 


Group Scheme 


The group scheme is suitable only for those employers who have a 
considerable number of permanent taxable employees. Where adopted, 
the group scheme will be applied only to permanent employees, and not 


to casual employees. 
The following memorandum has been-issued by the Department on 


the subject :— 


Employers who do not desire to use tax instalment stamps may make arrange- 
ments with their employees and with the Taxation Department to operate a Group 
Scheme which is authorized by Section 221 (k) of the Act. Where such 
arrangements are made, the employer will not deliver tax instalment stamps to 
his employees but will remit an amount equal to the deductions made from salaries 
or wages to the Taxation Department. The conditions under which arrangements 
may be made with the Taxation Department to operate a Group Scheme are as 
follows :— 

(i) A written application must be made to the Taxation Department and an 
undertaking must be furnished to observe all the conditions of the arrange- 
ment. The application must be accompanied by— 

(a) Cards setting out the full Christian names, surnames and addresses 
of employees from whom deductions will be made; 

(b) a specimen signature of the employer and the name, title and 
specimen signature of the person authorised by the employer to sign 
on his behalf; 

(ii) the approval of the Taxation Department to the formation of a Group 
Scheme will be granted only if there are one hundred (100) or more 
permanent employees (In Victoria, however, there is no such restriction) ; 

(iii) all casual employees must be excluded from the Group Scheme and the 
employer must deliver tax instalment stamps to those employees; 

(iv) a reference number will be allotted by the Taxation Department to each 
group, and must be quoted on all cheques, statements, certificates and 
correspondence relative to the group; 

(v) the Taxation Department will arrange for the same due date for payment 
of tax to be fixed for all employees in the group; 
deductions of instalments at the rates prescribed from time to time 
must be made from each payment of salary or wages from the first pay 
day in January, 1941, until the pay day prior to the due date fixed by 
the Department for employees in the group. Such deductions must be 
varied or discontinued as provided for in paragraphs ix and x. 

(vii) the employer will forward a remittance each regular pay day to the 
Taxation Department for the total amount of instalments deducted from 
employees’ salary or wages. Each remittance must reach the Department 
not later than seven (7) days after the close of the period represented 
by the remittance and must be accompanied by an advice stating the 
group number and the period covered by the deductions included in the 
remittance. Remittance books will be supplied by the Department. 

(viii) supplementary lists showing full Christian names, surnames and addresses 
of all employees added to the group and deleted from the group must 
be forwarded by the employer to the Taxation Department before the 
end of each month; 

(ix) in any case where an employee hands his assessment notice to his 
employer, the employer will vary the rate of deduction to ensure that 
the total amount of tax payable by the employee is deducted by the due 
date for payment of the tax; 

(x) where a notice of assessment is handed to the employer and the amount 
of tax payable as shown on the notice is less than the amount which has 
been deducted to date on account of the employee concerned, the employer 
will make no further deductions on account of that employee. He will 
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forward the notice of assessment and an application for refund to the 
Taxation Department. The Taxation Department will receipt the notice 
of assessment and return it with a cheque for the amount involved to 
the employer for refund to the employee concerned; 

(xi) the employer will cease making deductions on the last pay day prior to 
the due date fixed for the group except in any case where the Taxation 
Department notifies that deductions should be continued on account of 
any particular employee; 

(xii) not later than fourteen (14) days after the due date fixed for the group, } 
the employer will furnish a statement to the Taxation Department showing 
the names of the employees in the group (alphabetically arranged) and 
the total amount of the deductions on account of each employee up to 
the due date fixed for the group. The total amount of the deductions 
shown on the statement must agree with the total amount remitted by | 
the employer to the Taxation Department. The statement must be 
accompanied by all notices of assessment handed by employees to the | 
employer ; ; 

(xiii) the employer will issue an Employer’s Group Certificate on the form J 
provided by the Taxation Department in the following cases :— F 
(a) to an employee at the date of the termination of his services provided | 
such date is prior to the due date for payment fixed for the group; | 
(b) to an employee who requests such certificate after he has received 
his notice of assessment; 
(c) on the due date fixed for the group to all other employees excepting 
those who have handed their notices of assessment to the employer; 
(xiv) duplicates or copies of Employer’s Group Certificates must not, under | 
any circumstances, be issued.” 


The scheme of Commonwealth Income Tax by instalments is | 
modelled to a great extent on the Victorian system. For the benefit 


of residents in other States, it should be emphasised that the deductions § 


are instalments intended to pay an assessment to be issued by the 
Department. The instalments do not represent the final liability as 
they do in some States. 

Group schemes for payment of State taxes have been operating in 
Victoria since late in 1932. There is no restriction as to the number 
of employees required on the group in Victoria, although approval 
will not necessarily be given where there are only two or three employees. 
There are no remittance books in Victoria—a covering letter is sufficient. 
Where an employee loses his Group Certificate, he usually has to call on 
the Department about September or October following the period in 
which the tax was deducted to have instalments applied in payment 
of his assessment. It is understood that these differences between 
the established practice in Victoria for State tax purposes and the new 
procedure for Federal tax purposes in other States will also apply in 
respect of Federal tax purposes in Victoria. 





INCREASE IN RATES OF COMMONWEALTH. INCOME Tax 


The rates of Commonwealth income tax payable by individuals in 
respect of incomes derived during year ended June 30, 1940, as 
announced in the Treasurer’s Amended Budget for 1940-41, appeared 
on p. 234 of the December issue of the Journal. These rates have been 
revised by Parliament, and are as follows :— 


(i) Statutory Exemption: £200 decreasing £ for £, and vanishing 
at £400. 
Example: 
SE ENED Se Su Be Gs be 4 4a 00 we ce 
statutory ememuption .. 2. 6. ce cc oe oe oe «69S 


ee US bik dk SS Ss-kS Se ww 3 £50 
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(ii) Personal Exertion Income: Rate per £ 
Taxable income not exceeding £400 16 o- 00) 
Taxable income—£401 to £1500 .. 16+ co 
Taxable income exceeding £1500 .. On £1500 — 5/-. 

On balance — 10/-. 

(iii) Property Income: Rate per £ 
Taxable income not exceeding £400 20 -* = 

—4 

Taxable income—£401 to £1200 .. 20+ c= ) 

Taxable income exceeding £1200 .. On £1200 — 5/-. 
On balance — 10/-. 
(iv) Composite Incomes: Where the income is partly from per- 
sonal exertion and partly from property, the rate of tax 
applied to each class of income is the rate applicable to the 

total income. 

The following is a comparison of the Commonwealth income tax 
payable under the previous scale and the above amended scale on 

5 specified amounts of net income from personal exertion and property 


; WI between £200 and £400:— 


In this statement, the figure of net income is the amount of income 
| remaining after all deductions have been made on account of State 
taxes paid, life insurance, Friendly Society dues, etc., and the allowance 


- @ for wife, children and dependent mother, but not the statutory 


> exemption. 

Personal Exertion Property 
Net Previous New Previous New 
5 Income Scale Scale Scale Scale 
i + de. oe. oc. Sele Nil £6 5 0 Nil 
ins 44 24 4a Se £613 4 12 10 O £8 6 
areas ee 13 6 8 18 15 0 16 13 
et a is ee: > 20 0 O sw 5 25 0 
400 ‘a . £013 26 13 4 33 6 8 33 6 


= Thereafter the same. 
) For personal exertion incomes between £400 and £1500, the rate can 

be obtained by multiplying the taxable income by 4, and dividing it by 
100. Thus, the rate on a personal exertion taxable income of £721 
is 28:84d. in £, and the tax payable is £86/12/9. 

For property incomes between £400 and £1200, the rate is obtained 
§ by multiplying the taxable income by 5, and dividing it by 100. Thus, 
the rate of tax on a taxable income from property of £721 is 36°05d. 
in £, and the tax is £108/6/0. 

For personal exertion incomes exceeding £1500, the tax may be 
§ calculated as follows:—Subtract £750 from the taxable income and 
§ halve the remainder :—£3750 — £750 = £3000; one half = £1500. 
= For property incomes exceeding £1200, the tax may be calculated as 
follows :—Subtract £600 from the taxable income, and halve the 
remainder :—£3750 — £600 = £3150; one half = £1575. 





UNEMPLOYMENT RELIEF AND SocriaAL Services Taxes (WaceEs Tax) 
N.S.W. 

The following are the principal amendments as regards income from 

employment, made to the Unemployment Relief and Social Services 

(Management) Acts (Amending Acts No. 22 and 24) and to the 
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Tax Acts (Amending Acts No. 23 and 25) assented to on November 1, 
1940. Exemptions 


As from August 1, 1940, income from employment is exempt— 

(a) in the case of persons without dependants, where the income 
from employment does not exceed £3 per week. Prior to this 
amendment, £3 per week paid 1/9 tax; it is now exempt as 
from August 1, 1940. 

(b) in the case of persons with one or more dependants, where the 
income from employment does not exceed £4/5/0 per week, 
Prior to this amendment, employees with dependants were 
exempt only where the income from employment did not exceed 
£4/3/11 per week. As from August 1, 1940, they are exempt if 
the weekly income from employment does not exceed £4/5/0. 


Adjustments where tax overdeducted between August 1, 1940 and 
October 31, 1940 


Regulations are being made authorising employers to refund to 
employees tax deducted during the above period, from their weekly 
earnings which have now been exempted retrospectively as from August 
1, 1940. Such refunds to the employees should be adjusted by the 
employer by deduction from his next remittance of Wages Tax to the 
Department, or where stamps are purchased, by short-stamping the 
Employer’s Schedule. Adjustments by way of deduction from the 
remittance to the Department or short-stamping the records, can only 
be made where the refunds can be made to the employees concerned. 
Where employees have left and their address unknown, no adjustment 
can be made. Particulars of the adjustments made should be shown in 
the Wages Tax records kept by the employer so that they may be 
examined by Inspectors of the Department during their periodical 
‘mspections. 

Relief of Wages Tax on marginal incomes from employment 

The Acts have been amended to provide that, as from November 1, 
1940, the amount of Wages Tax (Unemployment Relief and Social 
Services Taxes) actually payable by an employee shall not reduce 
the income from employment for the week in respect of which the tax 
is payable, 

(a) in the case of an employee without dependants, below £3, and 

(b) in the case of an employee with one or more dependants, below 

£4/5/0. 

The following examples illustrate the above provisions :— 

Employee without 

dependants. Wages Tax Amount payable 

Weekly wage actually payable to employee 
£3 0 0 Exempt #3 0 O 
#3 O 6 6d. £3 0 0 
£3 0 9 9d. #3 O O 
£3 1 9 upwards As per table operating before 

amendments. 
Employee with 1 dependant. 


£4 5 0 Exempt £4 5 0 
#45 9 9d. £4 5 0 
£4 6 9 1/9 £4 5 0 
£4 7 9 upwards As per table operating before 
amendments. 
The dependant rebate of 6d. for each “dependant” remains unaltered. 
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Dependant Declarations 


Where there has been a change in the number of dependants of an 
employee since May 1, 1940, it will be necessary for the employee to 
complete a fresh dependant declaration, showing the number of 
dependants as at November 1, 1940. The dependant rebate of 6d. for 
each dependant is calculated with reference to the number of dependants 
on November 1, 1940. Where there has been no change in dependants 
since May 1, 1940, no fresh declaration need be furnished. 

An employee must complete and hand to his employer a further 
declaration (in duplicate) not later than 14 days after the date upon 
which a dependant child attains the age of 16 years or upon which, for 
any other reason, the spouse or child ceases to be a dependant. The 
rebate of tax in respect of that dependant will, however, continue to 
be allowed until the following May 1 or November 1, whichever first 
occurs. 





War TAXEs ON COMPANIES 
The all-party committee appointed in accordance with the Budget 
compromise terms to review the Commonwealth Government’s proposal 
for a special War-time Companies Tax, unanimously reached the 
following conclusions :— 

(1) That private companies, as defined by the Income Tax Assess- 
ment Act, be removed from the scope of the War-time (Com- 
pany) Tax. 

(2) That the Income Tax Assessment Act be amended to tax a 
private company upon 100 per cent. of its undistributed income, 
not 75 per cent., as at present provided by law. 

(3) That all public companies be required to pay the greater of the 
following amounts :— 


(a) War-time company tax as computed under the bill drafted 
for that purpose; or 

(b) a super tax of 1/- in the £ on taxable income in excess of 
£5000, as computed under the Income Tax Assessment Act. 


The above proposals have been adopted by Parliament. The rate of 
ordinary tax payable by companies remains at 2/- in £. Public com- 
panies are also to be taxed on 100 per cent. of their undistributed 
profits, and the rate of undistributed profits tax on public companies 
has been increased from 1/- to 2/- in £. 

The following examples illustrate the new provisions, which apply to 
income derived during year ended June 30, 1940, or substituted account- 
ing period :— 

Private Companies 


The whole of the shares of a New South Wales private company 
are beneficially owned by one shareholder. Assume a steady income 
of £10,000 per annum, before deduction of income taxes: 

New South Wales Income Tax on £10,000 at 2/6 
RE ier ne iia: ae Gidh “te i, Meee, Seana ae 

New South Wales Unemployment Relief Tax on 
£5,000 (balance of income retained by com- 
Be SY eee 
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Commonwealth Income Tax: 
SOE Ea re ae 
Re Ts GU NRE nc vc ns 00 ce ne 40 00 1,500 


ND ok Gaels dk Se OS Leet oe enn £8,500 
Tax on £8,500 at 2/-in£....... 


Total ordinary taxes payable .. 


Private Company Tax: 
— jf eS ee ae ee ee £8,500 
Less Commonwealth income tax paid .. .. .. 850 


TS SS ee £7,650 
ey ee ee ee eee 5,000 


Oe ee a £2,650 


The Private Company Tax is calculated as follows :— 

Tax which the shareholder would have paid if he 

had received the “undistributed amount” of 

£2,650 :— 

Dividend actually received .. .. .. .. .. «. £5,000 
ee 2,650 


£7,650 
Less State taxes paid: Ta 
Ordinary income tax .. 


Unemployment relief tax .. 505 Total 


) Assui 


£7,145 C 
Commonwealth income tax on £7,145 
Tax actually payable by shareholder : § Total 
Dividend .. .. . ee ee £5,000 


Less State taxes paid ie be os. aa ke: ee ee 505 ; 
£4,495 d (1) 
Commonwealth income tax on £4,495 = .. 


Private company tax therefore amounts to .. 


It will be seen, from the above example that the total Commonwealth § assess 
and State taxes payable by the company and its single shareholder §j where 
will be as follows :— a (a) 

By company : F 

ff Se ee ee ee 5 (b) 
Private company tax .. ‘ 
(2) 


ie I add 0 50 46 50d be oo Se. oe 5 follov 
§ of in 


NR i rs eens. etal ale aah ee aoe ee © other 
years 
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If the shareholder had carried on a trading business as a sole trader, 
with a steady income of £10,000, the taxes payable by him would be 
as follows :-— 

New South Wales income tax .. .. ba wed ee oS Se 
New South Wales unemployment relief tax ih -56. oe) ae Oe 470 
mmm SUNS GA... ce kc 5s te ee 0% 0s se es) | 6 


£5,894 
Public Companies 


Assume that the company in the above example were a public com- 
pany and that, its capital employed being £160,000, it is not subject to 
War-time (Company) Tax. 

The taxes payable by it on a steady income of £10,000 would be :— 
New South Wales income tax, as above .. .. .. .. .. .. £1,250 
Unemployment relief tax, as above .. .. .. ‘a 250 

Commonwealth ordinary income tax 2/- in in £ on “£8, 500 .. 850 


£2,350 
» Super tax on taxable income in excess of £5000 = £3500 at 

: 1/-iné... i 66 Sb ek OO a6 60. 0b 0é-t0. OP 
§ Tax on undistributed profits: 

Taxable income .. . arene £8,500 

Less Commonwealth income tax paid eas 850 


£7,650 
ee eee ee 5,000 


OS ee ee eee 2,650 
= Total taxes payable by company .. 


Assumed shareholders will pay on the ¢ dividend 
of £5000 . oo 56 ea 00 ae 00. os 


§ Total taxes .. 





PENSION FuNDS 


(1) Section 66 of the Commonwealth Income Tax Assessment Act 
provides as follows :— 

“So much of any sum set apart or paid by the taxpayer in the year 
of income as or to a fund to provide individual personal benefits, 
pensions or retiring allowances for his employees as is proportionate 
to the extent to which those employees are engaged in producing 
§ assessable income of the taxpayer, shall be an allowable deduction 
| where— 
= (a) the taxpayer is under a legal obligation to set apart or pay 

that sum; and 
(b) the rights of the employees to receive the benefits, pensions or 
retiring allowances are fully secured.” 
(2) Section 78 (1) of the Commonwealth Act provides that the 
§ following shall, to an extent in the aggregate not exceeding the amount 
SH of income remaining after deducting from the assessable income all 
other allowable deductions except the deduction of losses of previous 
years and of the statutory exemption, be allowable deductions :— 
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a 

(b) Sums which are not otherwise allowable deductions and which 
are set apart or paid by the taxpayer in the year of income as 
or to a fund to provide individual personal benefits, pensions or 
retiring allowances for employees who are residents and are 
engaged in his or any business or class of business, or dependants 
of such employees, if the rights of the employees or dependants 
to receive the benefits, pensions or retiring allowances are fully 
secured. 

(3) The following are the essential differences between the two 
provisions :— 

(a) Under (1), a deduction is allowable only where the company 

is under a legal obligation to set apart or pay the sum claimed. 
The company is not obliged to place itself under a legal obliga- 
tion in order to obtain the allowance under (2). 

(b) Under (1), the fund is to provide benefits, etc., for the tax- 
payer’s employees only. Under (2), the fund is to provide 
benefits, etc., for any employees (whether of the company or 
not) who are residents, or dependants of such employees. If 
a compulsory payment were made to a fund which included 
benefits for dependants, (2), with its limitations (see (3) (c)), 
would apply. 

(c) Under (1), the payments may exceed the company’s net income 
of the year, and the resultant “loss” can be carried forward to 
subsequent years under S. 80. Under (2), this is not permissible | 

(4) It should be observed that the company is not required to bind 
itself by the trust deed to set apart an annual sum indefinitely. Section 
66 refers to an allowance of “so much of any sum set apart or paid by § 
the taxpayer in the year of income as or to a fund.” Condition (a) 
refers to a legal obligation “to set apart or pay that sum,” i.e., the sum | 
set apart or paid in the year of income. For example, the company 
could bind itself to set apart or pay an annual sum for, say five years | 
or even, possibly, one year. 

(5) The sum must be set apart or paid in the year of income. 
In Winchcombe Carson Ltd. v. C. of T. (N.S.W.) (1938) 1 A.LT.R. 
397, the company, in 1914, entered into a deed with certain of its 
employees providing for retiring allowances. Under this scheme an 
account was opened in the company’s books in the name of each 
employee; the company credited to this account an amount equal to 
that contributed by the employee, added interest to the total amount 
credited and, by a series of book entries, wrote off to its profit and 
loss account the amount of its contribution and such interest. The 
deed provided in certain events for benefits to each employee from 
the amount standing to his credit, and in certain other events for the 

forfeiture of such amount. 

On July 1, 1935, this scheme was superseded by one contained in a 
new deed. Under the new scheme it was arranged with an assurance 
society that each employee should receive one fully paid-up single 
premium endowment policy, to be paid for by the total amount then 
standing to the credit of such employee under the earlier scheme, and 
one annual premium endowment policy, the premiums on which were 
to be met by contributions by the employee of not less than 33% of his 
salary and by the company of an amount equal to 5% of such salary. 

On September 30, 1935, the company, to provide the single premium 
policies under the new scheme, paid to the assurance society 
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£10,066/0/1, being the total amount, including interest, standing to 
the credit of the employees under the earlier scheme as at June 30, 
1935. Between September 30, 1935, and June 30, 1936, the end of the 
relevant income year, the company, in pursuance of the new scheme, paid 
to the society further amounts, totalling £1,571/6/10, representing its 
contribution to the annual premium policies for the period from July 1, 
1935, to June 30, 1936. The company claimed to deduct from its assess- 
able income for the relevant income year each of the amounts so paid to 
the society. 

Held, by the New South Wales Supreme Court, that the sum of 
£10,066/0/1 could not be deducted under S. 76 or S. 88 (1) (b) of 
the Income Tax (Management) Act, 1936 (N.S.W.), as the “setting 
apart or payment” did not take place in the relevant income year but 
in prior years when the company made the appropriate entries in its 
books crediting the employees and writing off to its profit and loss 
account the amounts so credited. 

“Mr. Hardie for the company has argued that a company cannot set 
apart or pay money merely by making book entries such as were made 
here. He says that to constitute a ‘setting apart’ of money there must 
be either a payment to a particular person as a trustee or some specified 
portion of the company’s assets must be allocated for the purpose of 
creating a benefit fund. In connection with this latter point, it must 
be remembered that the section speaks of the setting apart of a ‘sum’ 
and not of ‘assets.’ 

“T do not agree with Mr. Hardie’s contention. The section does not 
require the creation of a trust, although the fact that a scheme does not 
| make such a provision is no doubt material in considering whether 

the benefits under it have been fully secured. If his argument is sound 
it is not altogether easy to imagine circumstances in which a ‘setting 
apart’ of a sum of money, as opposed to a payment of it, would not 
create a trust; yet payment is not the only means of contribution 
contemplated by the section and, if the Legislature had thought it 
necessary to require that sums set aside should be vested in a trustee, 
it would have been very easy to say so. 

“I think that in ordinary business parlance it is not only usual but 
proper to describe what was done by the company year by year as the 
setting apart of money as or to a benefit fund,” per Owen J. at pp. 400-1. 

(6) The fund is to provide individual personal benefits, etc. A 
deduction cannot be granted where the fund is to provide collective 
benefits, etc., such as the provision of a gymnasium, library, sports club, 
social club and the like. 8 C.T.B.R. Cas. 35. 

(7) The fund is to provide benefits, etc., for employees. I am of 
opinion that a director is not an “employee” within the meaning of S. 
_— S. 78 (1) (b) of the Commonwealth Income Tax Assessment 
Act. 

The articles of association of a private company authorised the 
directors to provide for the welfare of employees and their widows and 
children. The company entered into a deed of covenant by which it 
granted a pension of £500 a year to the widow of a former managing 
director. Later the company passed a resolution for voluntary winding 
up. The widow lodged a proof for the capitalised value of the annuity, 
but the liquidator rejected it. Held the transaction was not one for 
the benefit of the company or reasonably incidental to the company’s 
business. The pension did not come within the terms of the company’s 
articles, as a managing or other director is not a person in the employ- 


c 
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ment of a company and the action of the directors was not confirmed 
by the shareholders. The grant of pension was therefore void and 
ultra vires the company. Re Lee, Behrens & Co. Ltd. [1932] 2 Ch. 46 
and see Normandy v. Ind, Coope & Co. Ltd. [1908] 1 Ch. 84. 

Even if my opinion turns out to be wrong, I do not think Parliament 
would hesitate to amend the Act so as to ensure that a company will 
not obtain a deduction in respect of contributions to a fund which 
provides for payments to directors. 

(8) The rights of the employee to receive the benefits must be fully 
secured. 

In the Winchcombe Carson case cited above, the deed provided, inter 
alia :— 

Clause 9—for the forfeiture of the employee’s rights in the event 
of bankruptcy or an assignment, charge or alienation of his interest. 

Clause 11 (a)—In the event of resignation or dismissal for mis- 
conduct the company was entitled to a proportion of the surrender 
value of the policy. 

Clause 11 (b)—in certain cases the company was entitled to a 
lien on the employee’s contributions or on amounts payable under his 
policies for debts due to it by the employee. 

Clause 14—the company was enabled to put an end to the scheme 
by giving twelve months’ notice to the employees, in which case 
each employee was entitled to all contributions standing to his credit, 
including those made by the company, and to the full benefit of his 
policies. 

Mr. Justice Owen held that, after allowing for all possible dis- 
advantages, the scheme conferred on the employees real and substantial 
“benefits” within the meaning of the above sections ; that the employees’ 
rights to such benefits were “fully secured” by the deed and by the 
endowment policies issued to them; that the sum “set apart or paid” 
by the company in the relevant income year was allowable as a deduction. 

The following is an extract from his Honour’s judgment :— 

“It seems to me that the proper method of approach is to ask:— 

(1) Does the arrangement in question provide the employee with benefits of 

the type mentioned in the section? 

(2) If so, what provision is made to ensure that the employee will obtain 

them? 

“In the course of the enquiry it may appear that any benefits given are so out- 
weighed by disadvantages or obligations imposed on the employee that, taken as 
a whole, the scheme confers on him no real benefit at all. 

“What appears to be a benefit may, on closer investigation, turn out to be 
nothing more than a mere expectation of benefit, as where the right to receive 
pension payments depends solely on the will of the employer. 

“Ts the scheme embodied in a written document so that no question as to its terms 
can arise? Is it one which the employee or someone on his behalf can enforce 
in the Courts? Does it provide for the creation of a fund to which the employer’s 
other creditors may resort? If it is not protected from such claims, what is the 
employer’s financial position and is there any real likelihood that he may not be 
able to meet all his obligations? 

“All these, and doubtless many others, are questions material to be considered 
in determining whether or not a scheme provides real and not illusory benefits 
and whether the rights of the employee to the benefits conferred, whatever they 
may be, are fully secured.” 

The following are his comments on the four clauses quoted above, 
which were objected to by the Commissioner :— 

“Clause 9 seems to me to be a very sensible provision intended, as far as I 
can see, to ensure that the scheme shall be one to provide pensions and the like 
for employees but not for their creditors. _ 

“Clause 11 (a) which, incidentally, is far less drastic than was the corresponding 
clause which was considered by the High Court in Metropolitan Gas Company v. 
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Federal Commissioner of Taxation seems to me to be unobjectionable. It provides 
in effect that, in the case of an employee who leaves the company’s service of his 
own accord or is dismissed for misconduct, the company may get back some or all 
of the moneys which it has contributed to pay the premiums on the particular 
employee’s policy. 

“Clause 11 (b) is, I think, equally unobjectionable. It gives the company a 
summary method of obtaining payment in certain events of debts due to it by 
an employee who ceases to be employed. 

“Clause 14 provides for the termination of the scheme by the company after it 
has been in force for at least two years and after a further year’s notice has been 
given. The clause does not seem to me to be unreasonable. From one point of 
view it merely defines and limits the benefits conferred by the scheme. If the 
company should act under it, the result would be that the employee would hold 
for his own benefit one fully paid-up single premium endowment policy on which 
more than one-half of the premium would have been contributed by the employer 
and another endowment policy on which the company would have paid at least 
one-half of the annual premiums up to the date of termination of the scheme.” 





TueE ABOLITION OF THE REBATE TO SHAREHOLDERS 
Mr. A. Clunies Ross writes :— 


May an “average stable-minded taxpayer” and/or an “idol of the 
market place” (I thank thee, Gunn, for giving me that word), who will 
not, incidentally, receive any dividends for a long time, dare to emphasise 
the instability of mind of the abolishers of the rebate to shareholders? 
(See The Australian Accountant, page 233.) 

First, I may point out that Macaulay did not say that old absurd and 
unjust taxation is borne more willingly than new taxation worthy of the 


same epithets. Some people seem to read him that way; our present 
Federal Treasurer admits inequity if not absurdity. In May last, Mr. 
Scullin put up Mr. Gunn’s arguments (2) and (3) : “If we cannot rebate 
the company tax to small shareholders . . . we should not rebate it to the 
wealthy taxpayers.” Much virtue in “If”! Mr. Fadden then pointed 
out that “successive Royal commissions have recommended adherence 
to the rebate system” and “it would be quite inequitable to refuse to 
grant the rebate now allowable.” Mr. Scullin suggested that the rebate 
was, to the preference shareholder, “a pure gift from the Treasury.” 
Mr. Fadden replied that the “gift” came from the ordinary shareholders : 
the preference percentage is accepted on the implied condition that it 
shall not be affected by company taxation. 

Mr. Gunn certainly concludes his interesting piece of casuistry with a 
reference to the ideal—but “the needs of the Revenue are too great” !! 
And Mr. Fadden in November (Is this plagiarism or “two great 
minds”?): “The Government has decided that the revenue demands 
of the moment justify a discontinuance of the concession!!.. . The gain 
in revenue is estimated at £1,700,000 for this financial year!” (my 
italics and exclamations). That is quite a large sum even in these days 
and is to be extracted from investors, most of them with small holdings, 
who have been unwise enough to support Australian industry by buying 
hares. No wonder I was reminded of Shylock at the outset ! 

Possibly the Treasurer had in mind those rare souls who draw 
teady incomes of £10,000 or £20,000 a year, to whom about a dozen 
pages of your December number are devoted.. If so, he might be 
minded that most of his revenue comes from humbler beings who find 
ithard to believe that even war requirements “justify” injustice. 
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Some Recent Suggestions About Income Tax 
By “Ciaupius” 


Most interesting suggestions of fundamental importance were made 
by Mr. Scullin in the House of Representatives on December 12, 1940, 
Stated briefly, these suggestions were :— 

1. That the Commonwealth should issue one assessment for income 
tax, and make grants to the States in return for the State Govern- 
ments abandoning the field of income tax. 

2. That a system of child endowment be introduced in place of 
concessions for wife and children. 

The first suggestion involved the issue of an assessment at the 
Commonwealth rate of tax plus the highest State rate. It was inferred 
that the Commonwealth could not increase its rate of tax on very large 
incomes because the rates of tax payable in some States (notably | 
‘Queensland) were so high that the taxpayer would have only a small 
portion of his income left on which to live after paying taxes. The 
additional revenue—£3,000,000—would be obtained through the Com- 
monwealth reaping the benefit of the difference between the existing 
rates of tax payable in Queensland and the smaller rates of tax payable 
in the other States of the Commonwealth. 

It was reported that the suggestion was “a dream.” As far as the 
taxpayer is concerned, overlapping, annoyance and extra work through 
the requirement of returns in each State and by the Commonwealth 
authorities and the obtaining of rebates and refunds would be avoided 
when income is derived in more than one State. The taxation authorities 
would find that the avenues by which the taxpayer could escape liability 
were reduced. 

A few of the many examples of overlapping and other sources of 
petty annoyance are given below. 

1. A taxpayer who makes a profit in one State and a loss in another 
State is subject to State tax on the profit without deduction of 
the loss. 

A wage-earner who goes permanently from Victoria to New 
South Wales is subject to Victorian taxes in respect of Victorian 
earnings and the assessments for these taxes may not issue or be 
payable for a year or even two years after he leaves. New South 
Wales tax is deducted as soon as he starts work in that State. 
On the other hand a wage-earner going permanently from New 
South Wales to Victoria ceases to pay Wages Tax in the former 
State when he leaves. He does not have to pay a Victorian 
assessment until the year after the financial year in which he 
derives a taxable income. Consequently, he may receive no 
assessment until two or three years after coming to Victoria. Of 
course tax instalment stamps are deducted and they would accu- 
mulate for payment of the assessment during that time unless the 
taxpayer obtains an exemption certificate. 

In some cases dividends and other sources of income and interest 
are taxed in the State in which the income is derived and also 
in the State in which the taxpayer resides, rebates being allowed 
sometimes. 

If a beneficiary in a trust estate derives income from a trust 
business carried on in New South Wales and the beneficiary 
resides in Victoria, he is subject to Social Services Tax in New 
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South Wales and to Special Income and Unemployment Relief 
Taxes in Victoria on the same income. However, should the 
estate business be carried on in Victoria, and the taxpayer resides 
in New South Wales, none of these taxes would be payable on 
the income so derived. 

All these troubles arise because different views are held by the various 
State Governments, resulting in different principles being applied in 
each State. One State would tax a small income, whilst another State 
would not tax an income of the same amount. 

There is likely to be opposition from the States to the proposal, as 
Governments, like individuals, dislike others controlling their financial 
affairs. There would be much bargaining by the States over their 
revenue requirements since the bulk of State revenue comes from 
taxation of incomes. The suggestion might, if adopted, even be con- 
sidered a first step towards the abolition of State Parliaments—a step 
which may become necessary in the interests of economy if Government 
expenditure increases much more. 

Section 51 of the Constitution allows taxation to be imposed but not 
so as to discriminate between residents of the different States. This, of 
course, is the reason why the Commonwealth cannot issue an assessment 
for a smaller amount of tax to a resident of a State which charges a 
larger amount of State tax. 

The question of whether the deduction of State income tax paid in 
Commonwealth assessments is constitutional has never been tested in 
the Courts. Since State income tax is an allowable deduction for 
Commonwealth purposes, and since a different amount of State tax is 
payable in each State on the same net income, residents of each State 
would have different taxable incomes and, therefore, different amounts 
of tax to pay on the same net incomes. There is, thus, a discrimina- 
tion between residents of States, and so the Commonwealth Com- 
missioner of Taxation may have legal support for his suggestion that 
State income tax should not be allowed as a deduction. 

Owing to the differing methods of arriving at the amount of tax 
payable on a specific income, there is a discrimination by the State of 
the Commonwealth when considered conjointly. This is possibly what 
was meant when the proposal was said to be more constitutionally 
sound than existing legislation. 

The proposal of a system of child endowment is one which would 
find strong support amongst social reformers. It was contended that 
the present concession for one child was £4/10/6 tax to a man on £250 
income but worth £25 to a man on £2000 or over. The writer’s answer 
to this is “so much the better.” He contends that not only should 
income tax be calculated on the principle of “ability to pay,” but that it 
can be used to implement desirable policies. One of this country’s 
weaknesses is the small population, which the Government should 
encourage taxpayers to increase. 

Taxpayers with large incomes generally have small families, but are 
ina far better position to support them than the people on small 
incomes, who generally have larger families. It seems advisable, in 
these circumstances, to give a larger concession to the man on the big 
income as an encouragement. At the same time adequate concession 
should be given to the smaller man. The difficulties could, perhaps, 
best be overcome by reducing the deduction for the first and second 
children, and having a system of child endowment which gives a higher 
allowance pro rata for three or more children. 
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It was suggested that a system of child endowment replace the present 
deductions for wife and children. It is not unreasonable that the 
married man without children be given some concession. A child 
endowment scheme which makes some allowance for the taxpayer's 
wife would seem advisable. Alternatively, a higher statutory exemption 
could be given to the married man, as is done under the British income 
tax law. 





Legal Decisions of Interest to Accountants 
By J. A. L. GuNN 


Option To Buy SHARES 


The testator by his will gave his son an option to buy certain shares 
upon the death of the testator’s wife or before then if the trustees should 
proceed to realise that part of his estate. During his lifetime, the son 
assigned the benefit of the option to trustees for the purpose of securing 
an annuity for his wife. He survived the testator’s wife but died without 
having exercised the option. The English Court of Appeal held (Re 
Sykes, Younghouse v. Sykes [1940] 4 All E.R. 122) :-— 

(i) The option to buy was personal to the son, and was not 

exercisable after his death by his executors or assignees. 

(ii) The question as to whether an option given by a will is personal 

only or is transmissible must in every case depend upon the 
terms of the will. 


VICTORIAN PROPRIETARY COMPANY 
Application for certificate of incorporation 


Section 26 (8) (a) of the present Victorian Companies Act provides 
that the Registrar-General shall not certify that a proprietary company 
is incorporated unless, inter alia,— 

(i) A promoter or proposed director of the company makes appli- 
cation in writing in the prescribed form to the Registrar-General 
for a certificate of incorporation ; and 

(ii) at least 31 days before the proposed date of application a notice 
of intention to apply for a certificate has been lodged with the 
Registrar-General and a copy of the notice advertised in some 
daily newspaper published in Melbourne and generally circulat- 
ing throughout Victoria, and in some newspaper generally 
circulating in the locality, if other than Melbourne, where the 
registered office of the company is proposed to be situate. 

On July 1, 1940, one of the promoters and proposed directors of a 
proposed proprietary company signed a notice of intention to apply for 
its certificate of incorporation. The notice stated that the applicant 
would “on the fifth day of August, 1940, apply to the Registrar-General 
to register the company.” By inadvertence the date proposed in the 
notice as the date of application passed without application being 
made, and when, on the following day, application was made, the 
Registrar-General refused to register the company or to accept the 
written application for the certificates. 

On appeal, the Supreme Court of Victoria held that an application 
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pursuant to s. 26 (8) (a) must be made on the date specified for the 
purpose in the notice of intention to make the application. It is the 
duty of the Registrar-General to refuse the application if it is not made 
on the correct date, the matter not coming within s. 391 (1), (2) of 
the Act. Re Liege Investments Pty. Ltd. [1940] V.L.R. 448. 


ILLEGAL CONTRACTS 


A contract, lawful in itself, is illegal if it is entered into with the 
object of violating the law. 

N bought an hotel from A, and later sued A on the ground of false 
representations by A as to the takings. At the hearing evidence was 
given that A had told N that some of the receipts represented after- 
hours takings. N was non-suited. The High Court allowed N’s appeal. 
Dixon and Evatt JJ. pointed out that the contract was after al! one for 
the sale and purchase of the lease, license and furniture of an hotel. 
Those were assets of an ordinary character and the fact that A did 
break the licensing laws and N intended to follow her example could 
not make the subject matter of the contract an unlawful one. Neal v. 
Ayres [1940] 14 A.L.J. 198. 


SALE OF Houses BETWEEN DATE OF ORDER OF DEMOLITION AND 
DATE OF SERVICE OF ORDER 


On the 8th March, 1940, the Housing Commission, pursuant to s. 8 
of the Victorian Slum Reclamation and Housing Act 1938, made an 
order for the demolition of a terrace of houses. On the 21st March, 
1940, a contract for the sale of the terrace and the land whereon it 
‘was erected was executed, neither vendor nor purchasers being aware 
of the demolition order. Notice of the order was posted to the vendor 
by the Commission on the Ist April, 1940, and received by him on the 
3rd April, 1940. Upon a summons by the purchasers, under s. 49 of 
the Property Law Act 1928, seeking a declaration that the vendor had 
not under the circumstances shown a good title to the property and an 
order for the rescission of the contract and the return of the deposit, 
Held, that the demolition order became effective upon the vendor 
receiving notice thereof on the 3rd April, at which date the premises 
were at the risk of the purchasers, the contract having been entered 
into previously thereto. Consequently the summons failed. Jn re 
Manton & Fletcher's Contract [1940] V.L.R. 374. 


Beguest oF “Att My Money” Inctupes Money on Fixep Deposit 


A testator by his will provided as follows: “All my money and all 
my land in the Parishes of Boram Boram and Yatmerone containing 
about five hundred and thirty acres and all furniture live stock imple- 
ments and personalty thereon I give devise and bequeath to my sister 
Christine Agnes, she paying my debts and liabilities at the date of my 
death. All the rest and residue of my estate I give devise and bequeath 
in equal shares share and share alike between my brothers and sisters.” 

Held, that the bequest of “all my money” included moneys on fixed 
deposit in a bank, but did not include moneys lent, whether secured by 
oy note or not. Jn re Albert: Albert v. Albert [1940] V.L.R. 

53. 
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CLAIM FOR GENERAL AVERAGE 


The plaintiffs were the owners of a ship chartered to go to Soroka 
and load timber and carry it to Garston. The charterparty provided 
that the shipowner should not be liable for loss or damage arising or 
resulting from unseaworthiness unless caused by want of due diligence 
on his part, and that he should not be responsible for loss or damage 
arising or resulting from any act, neglect or default of the master, 
mariner, pilot or servants of the shipowner in the navigation or manage- 
ment of the ship. General average was to be settled in London according 
to York-Antwerp rules, 1924, in accordance with English law. While 
the ship was loading at Soroka, she suddenly took a list to port of 5°. 
The master then stopped loading and proceeded upon his voyage. 
Before arrival at his port of destination, he ran short of bunkers, and 
put in to Stornoway to take in some extra coal. When 16 tons of coal 
had been taken in, the ship heeled over, and, in order to save her from 
sinking, she was beached, with the result that a good deal of the cargo 
was lost and some of it was damaged. It was found as a fact that the 
ship was unseaworthy upon leaving Soroka, but the experts agreed that 
the ship could have been bunkered at Stornoway in such a manner as 
to have brought her back to the upright and to have allowed her to 
proceed quite safely to Garston and deliver her cargo. The shipowners 
claimed general average contribution from those interested in the 
cargo :— 

Held, by the House of Lords as the cause of the loss was the unstable 
and unseaworthy condition of the vessel, which was due to a failure on 
the part of the owners and master to exercise due diligence, the owners 
could not recover general average loss. Smith Hogg & Co. Lid. v. 
Black Sea and Baltic General Insurance Co. Ltd. [1940] 3 All E.R. 405. 


Is a Person WHO OPENs a Lirt Door ENTITLED To ASSUME 
Lirt Is IN PLACE? 


The plaintiff stepped from a lift to the landing of an upper flat, 
remained for few seconds on that landing, during which the lift door 
closed, and then, according to his own evidence, while keeping his back 
to the lift, stretched his hand backwards, opened the lift door and 
stepped backwards through it. The lift was not there, and, in conse- 
quence, he fell down the shaft and sustained injuries in respect of 
which he sued the defendants, the engineers responsible for the 
installation and maintenance of the lift, for negligence in its con- 
struction and maintenance. The trial judge held that the accident 
had occurred through the fault of the defendants in failing properly 
to service the lift, whereby the docr opened when the lift was not at 
the floor level. He further held that the plaintiff was entitled to 
assume that the lift would be in place if the door opened, and acquitted 
him of contributory negligence. 

Held by the English Court of Appeal: the plaintiff was not entitled 
to assume that, because the door opened, the lift would be in place, 
and, therefore, on his own evidence, he had been guilty of contributory 
negligence in stepping backwards through the lift door. He was, 
therefore, not entitled to recover. Kerry v. Keighley Electrical 
Engineering Co. Ltd. [1940] 3 All E.R. 399. 
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ACTION FOR PINCHING POPEYE THE SAILOR 


S was the author of a large number of drawings or cartoons depict- 
ing as the central figure a grotesque, lovable, disgusterpating and 
fictitious character known as “Popeye” or “Popeye the Sailor” and it 
was admitted that, if there was copyright in these drawings it was 
yested in the plaintiffs or one of them. The defendants, without the 
consent of the plaintiffs, caused to be made and imported into the 
United Kingdom, and have there sold, representations in various forms 
of a figure which they admitted to be the figure of a sailor. The 
material forms in which this figure was embodied were brooches or 
charms, plaster dolls and mechanical toys largely composed of celluloid. 
The plaintiffs claimed that the figure was that of “Popeye the Sailor” 
and sued the defendants for damages for infringement of copyright 
and for an injunction. At the hearing they produced 55 drawings 
selected from among many thousands of drawings of Popeye which had 
appeared, and upon this it was contended on behalf of the defendants 
that, as their articles were admittedly copied from articles made by 
the plaintiffs’ licensees, and as it had not been proved or admitted that 
the latter articles had been copied from the 55 rather than from the 
thousands of other drawings, it was not proved that any copyright 
= had been infringed :— 

Held by the English Court of Appeal (King Features Syndicate 
Inc. and Segar v. O. and M. Kleeman Ltd. [1940] 3 All E.R. 484) :-— 

(i) Where an artistic work in which copyright is claimed is a 
drawing in two dimensions, the copyright can be infringed by 
a toy figure which is in three dimensions. 

(ii) It is immaterial whether the infringing article is derived directly 
or indirectly from the original work. 

(iii) (by majority) The plaintiffs’ works were designs capable of 
being registered under the English Patents and Designs Acts, 
and, therefore, were not protected by the English Copyright Act. 

(iv) The plaintiffs had not differentiated between the selected 55 
drawings, so far as publication was concerned, and made no 
admission upon which the defendants could rely for the sug- 
gestion that there were Popeye drawings in which no copyright 
subsisted. The plea on this ground was ill-founded. 





Some Phases of Local Government Accounting 
in South Australia 


By R. M. Cowarb, A.C.U.A., A.I.C.A. 


Those of you who are accustomed to receiving those all too frequent 
demands known as Rate Notices may perhaps be asking two questions. 
Firstly, where does all the money go? And secondly, does the process 
of getting and spending involve any complexities in accounting or 
anything worthy of particular note to members of the accountancy 
profession. To provide an answer to these questions will be my object 
in the course of this article. 

By virtue of Section 7 of the Local Government Act 1934-39, the 
Governor may by proclamation constitute any portion of the State 
a municipality or district, and the local governing body elected by 
owners and occupiers of rateable property then becomes responsible 
for the good government of that area. 
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Local Government embraces the provision of public works and 
services as well as the maintenance of law and order. In the first 
category may be mentioned the construction and maintenance of roads 
and footpaths, street lighting, storm-water drainage, public recreational 
facilities, tree-planting and reserves, health and sanitation, and in the 
other, the administration of regulations relating to buildings, preven- 
tion of bush-fires, registration of dogs, and generally all by-laws 
ordained by the Council. 

To enable the amount of a rate to be determined two things are 
necessary. The first is that an assessment be made of all rateable 
property in the municipality or district. Section 178 of the Local 
Government Act allows a Council to adopt the last preceding assessment 
with such alterations and additions as appear necessary, due to the 
erection of new buildings and other structural alterations during the 
year. However, a completely new assessment must be made once at 
least in every seven years. The assessment may be based on annual 
(rental) values or on land values. The majority of the Councils in 
the metropolitan area are now working under the former method. 
Annual or rental value is the gross annual rental at which it is estimated 
a property would let from year to year with an allowance therefrom, 
not in any case exceeding one-quarter to cover all outgoings necessary 
to secure the rental, such as rates and taxes, repairs, insurance, etc. 
Land value is the unimproved value of land as defined by the Taxation 
Act 1927. I will refer later to the detail work involved in keeping 
the assessment book, but will turn now to the second necessary requisite 
before a rate can be declared. To enable members of the Council to be 
aware of their commitments for the ensuing 12 months and to enable 
them to declare a rate which is adequate but not excessive, it is necessary 
to draw up estimates for the ensuing year. To accomplish this the 
Revenue and Expenditure statement for the year just completed is 
drawn with three columns on each side. These are for “Estimated,” 
“Actual” and “New Estimate” respectively. The actual form in 
which Estimates are presented may vary somewhat, but the experience 
of the writer has been that the following method satisfactorily meets 
all requirements. 

The Revenue and Expenditure statement is drawn in two divisions; 
the first containing those items coming within the category of General 
Fund, i.e., those items properly chargeable and earned by the whole 
Council as contrasted with Revenue and Expenditure properly charge- 
able to an individual ward. Here let me digress for a moment to 
explain that an area for the purpose of local government is divided 
into wards with two councillors for each ward. All matters referring 
to a particular ward have the close attention of the two councillors 
concerned, and it is possible to allow_considerable discretion and 
latitude to those two gentlemen in sanctioning the manner in which 
their own ward funds shall be expended. 

The General Fund items in a Council’s accounts may be likened 
to the overhead or general expenses to be met with in ordinary com- 
mercial accounting, but one exception is worthy of note. 

Where certain expenditure on roads, drains, etc., has been carried 
out, the Council may agree that a certain proportion of, say 50%, or 
perhaps the whole of the expenditure should be a charge on General 
Fund. This occurs when it is felt that the benefit of the proposed 
works will be felt by all wards and not by that one in which the work 
is done. General Fund revenue consists of such items as licence fees 
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for registration of dogs, fees for testing of weights and measures, 
impounding fees, rental of Council property (tennis courts, hire of 
hall, etc.) and other miscellaneous items. Fees for dogs, weights and 
measures, and impounding are as prescribed by the respective Acts 
which the Council is required to administer. 

The excess of General Fund expenditure over revenue is then 
distributed to wards pro rata to the respective amounts of their 
assessments. 

These figures are then carried down into the second part of the 
Revenue and Expenditure statement, that dealing with Ward Funds. 

I will deal more fully with certain aspects of Ward Funds, Municipal 
Funds, etc., later, but will now turn to a consideration of the Council’s 
powers in the matter of declaring a rate or rates. 

Section 214 authorises the levying of a rate for general purposes, 
but also goes on to say that such general rate within any portion of 
the area may be greater or less than the general rate declared in respect 
of the remainder of any other portion of the area. This need arises 
where one ward is not as well served as another in roads, street lighting, 
etc., and where it is desirable that such amenities should be provided 
more speedily than would be possible if the differential rate were not 
struck. Where not less than half in number of the ratepayers represent- 
ing not less than three-quarters of the assessed value of the rateable 
property within any portion of an area desire the Council to proceed 
with specific works to benefit that particular portion or ward, they 
may, under Section 218 address a memorial or petition to the Council 
requesting that such works be carried out and agreeing to a certain 
amount for a certain period to be levied as a separate rate. 

To accomplish this it is usual (if the amount is at all large) to raise 
a loan and to apply the separate rate in payment of instalments as they 
fall due rather than to cripple the Council’s finances in the initial year 
by financing the work from the general rate. Whatever method is 
adopted it is essential that the figures relating to the separate rate 
be kept entirely apart from the other Council accounts. The practice 
familiar to the writer has been as follows: the liability account for the 
amount of the loan raised is reduced by the principal amounts in each 
half-yearly instalment. The interest charges are debited to an account 
known as “‘X’ Ward Separate Rate Surplus Account,” to which has 
been previously credited the amount of separate rate collectible for 
the year. The works done are not written off in full but remain as an 
asset in suspense in an account known as “ ‘X’ Ward Loan Works.” An 
amount equivalent to the principal redeemed is transferred from this 
account to the debit of the Separate Rate Surplus Account. I should 
explain that careful calculation is made before fixing a separate rate 
and therefore it is unlikely that a deficiency would result. It is not 
usual for separate rate and general rate to be dissociated on the rate 
receipt as both are payable at the same time and on one notice, so that 
at the end of the year it is necessary to make a calculation to determine 
the actual collections on account of separate rate. Thus if the total 
rates collected in “X’’ Ward amount to £10,000 and the respective rates 
are General 2/3, Separate 3d., the separate rates collected are taken to 
be one-tenth, or £1,000. The actual cash surplus for the year, ice., 
actual collection according to the calculation mentioned, less actual loan 
instalments paid is drawn out of the Council’s ordinary account and 
paid into a separate bank account kept for the purpose. During the 
following year it may be possible that the collections of separate rate 
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are less than the loan instalments paid, in which event the deficit must 
be withdrawn from the Separate Rate Surplus Bank Account, and paid 
back into the Council’s General Account. At any balance period the 
assets and liabilities of the Council in respect of a Separate Rate would 
appear roughly as follows :— 
LIABILITIES ASSETS 
£ 
Loan .. .. .. .. .. .. 5,000 Bank (actual cash surplus) 
Separate Rate Sundry Drs. Rates .. .. .. 
Surplus Account .. .. 500 “X” Ward Loan works 
(amt. in suspense) .. .. 


£5,500 


——— 

A Council may also impose a special rate for a specific purpose such 
as a street watering rate, lighting rate, or sanitary rate. It is far better, 
however, wherever possible, to arrive at the total commitments for 
the year and to strike one general rate sufficient to cover all, where the 
expenditure is of a regularly recurring nature. 

I will now turn to the work involved in keeping an assessment book 
which contains a record of every rateable property in the municipality 
or district and which usually also combines the function of a ledger. 

The difficulties peculiar to Local Government Accounting in this 
regard will no doubt be readily appreciated. Firstly, a large majority 
of ratepayers remit payments in full and in such instances it can be 
written off directly to the column provided in the assessment book. 
Secondly, properties are continually changing hands, and if a separate 
ledger was kept this would necessitate making alterations to the ledger 
as well as the assessment book. Thirdly, if a loose-leaf ledger was 
kept, there would still remain the difficulty at present experienced, that 
is, of seeing that debts owing to the Council for sales of sundry 
material, private jobs, etc. (which are a debt against a person as com- 
pared with rates, moieties for road-making, kerbing, etc., which are a 
charge on the property concerned), are properly accounted for and 
kept under adequate scrutiny. I have often contemplated a card ledger 
with columns sufficient to accommodate all amounts due to the Council 
so that at any time a ratepayer’s total liability may be seen. The 
difficulty still remains, however, that every time a transfer of property 
takes place it would be necessary to transfer the amounts owing by 
the previous owner in his personal capacity, i.e., the sundry debts 
mentioned above, to a new card, leaving the old card to show rates 
and moieties due on that property, and requiring the name of the new 
owner to be inserted in lieu of the old. A further difficulty would be 
the impossibility of having the ledger in any other order than in street 
order, and the consequent confusion created due to debts owing by other 
than ratepayers of the area concerned. 

On the whole the practice of combining assessment and ledger in one 
book works quite satisfactorily and provides a record both complete 
and easy of access. 

To avoid the fine for late payment (imposed after November 30 
by municipalities and by districts after February 28) there is an 
inevitable last minute rush of rates which means that during the 
remainder of the Council’s year the volume of rates collected tends 
to fall away considerably. This factor definitely militates against the 
introduction of machine accounting which, if conditions were suitable, 
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could probably be employed to advantage. When the rate notice is 
being typed the copy could be retained to serve as a ledger sheet and in 
this way no extra initial work would be involved. 

So that you may follow the general structure of Local Government 
Accounting and practice, I have endeavoured to maintain a definite 
sequence in regard to the topics discussed and will therefore now move 
to a consideration of moieties for road-making, kerbing, etc., which as 
I pointed out earlier are also a charge upon property. 

Sections 319 and 328 of the Local Government Act give the Council 
its powers in this connection. Without going into a great amount of 
detail, the position is that as regards a roadway, where same has not 
been previously carried out, a Council is empowered to do the work of 
forming, levelling and paving and to recover one-half the cost of so 
doing from owners of rateable property abutting on the road. The 
total amount claimed in respect of any rateable property must not, 
however, exceed 2/- per lineal foot of frontage. 

In regard to forming or kerbing a foot-way, the Council may also 
claim a moiety of the cost in each instance, but Section 328 does not 
lay down any maximum amount to be levied. 

It is usual to give owners of rateable property affected by the Council’s 
action due notice of the intention to construct the road or footway, but 
otherwise the Council is not bound to consider the individual wishes of 
the persons concerned unless a petition signed by all of them is for- 
warded. The usual practice is for the councillors for the ward 
concerned, in exercise of their discretionary powers previously referred 
to and knowing the state of their ward finances, to decide that it would 
be in the interests of the immediate locality as well as of the ward and 
municipality for the work to be carried out. 

As the Council is virtually “out of pocket” to the amount of the 
moieties collectible, the respective sections of the Act give power to 
charge interest at the rate of 6% p.a. on moieties owing after three 
months from the date of the original account. 

The amount to be charged as a moiety of the cost of road-making, 
kerbing, etc., is determined by reference to the Job Ledger, which 
summarises fortnightly debits for wages, material and plant hire. 
I may digress for a moment to explain that this latter charge is designed 
to cover not only running expenses but also to provide a sufficient 
margin or fund to finance the purchase of new plant from time to 
time. I will deal more fully with this matter later. 

To the amount shown in the Job Ledger as above, it has been 
customary, in my experience, to add an arbitrary amount of 10% to 
cover the cost of tools and supervision. This “oncost” charge is calcul- 
ated only in the case of moieties so as to ensure that the charge made 
to ratepayers is adequate. In the ordinary course of accounting, wages, 
material and plant hire amounts constitute the total cost. The cost of 
tools used and of supervision by the engineering staff is not dissected to 
actual jobs but appears in the General Fund section of the Revenue 
and Expenditure statement, and is thus borne by the wards in their 
respective proportions. 

A convenient form for the Job Ledger, and one which I have used 
to good effect, is a book with 27 money columns across a full opening, 
providing room for figures to be entered each fortnight with a column 
for supplementary entries at the end of the year. The wages summary 
and summary of stores issued and received and the schedule of plant 
hire charges give the necessary particulars for entering direct to each 
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job, and the cost at any date can be ascertained by leaving an extra 
line in the book and keeping a running total. 

With regard to the items referred to, the summary of wages, calls 
for little comment. It has been customary in my experience to show 
not only the total wages to each job for the fortnight, but also the 
figures analysed under headings such as “Forming,” “Rolling,” 
“Metalling,” “Carting,” and so on, for purposes of comparison of costs 
and to provide valuable data for future estimating of new works. 
Incidentally the Wages Award for Local Government employees is 
an extremely comprehensive one, comprising something like 100 separate 
items with rates down to a fraction of a penny. 

For purposes of dissection, all invoices other than for Board of 
Health contributions, printing and stationery, town hall maintenance, 
etc., and whether for goods or services, are taken into stores records. 
While this may appear to mean extra entries, it is infinitely better to 
have the record kept in this way as all debits to Jobs or to General 
Fund items such as Replacements, Tools, Officers’ Car Running, etc., 
are obtained from one source. The Stores Issued Summary familiar 
to the writer is kept in chronological order and contains a column for 
the signature of the person taking the material. 

All amounts which have been taken into his records by the Storeman 
are extended into the “Stores” column of the Purchase Journal, enabling 
an adequate ledger control to be maintained. 

Plant Hire is charged at an agreed amount per day, per hour, or per 
mile according to the nature of the plant used. These rates are 
reviewed from time to time in the light of past experience. When 


new plant is required the transaction is financed by the credit in the 
Plant Reserve Account. The entries in the ledger are as follows :— 


Plant A/c. Dr. 
To Bank 
(which accounts for the money spent) 
and Plant Reserve Dr. 
To Municipal Fund 


which entry I will endeavour to explain more fully. 

The Council’s surplus of assets over liabilities is really divisible 
into three sections, viz., Municipal Fund, Ward Fund, Plant Reserve. 
All income and expenditure (both of Revenue and Capital items) is to 
be credited or charged to the respective wards. This point was hinted 
at in my earlier reference to the manner of drawing up the Revenue 
and Expenditure Account. In order to preserve some measure of 
orthodoxy in the published accounts it is usual to make the entries 
for capital receipts and payments as supplementary entries after the 
balance of the Revenue and Expenditure Account has been brought 
down to the credit (or as is possible) the debit of Ward Fund Account. 
Thus, for example, if a new building costing £4,000 has been erected 
during the year the entry at the end of the year will be:— 


Ward Fund Dr. 
To Municipal Fund 


the debit being dissected to individual wards in the same manner as 
General Fund expenses would be, that is in direct proportion to the 
respective assessments. 5 

With purchases of plant the same idea holds good except that as a 
specific reserve exists for this purpose the entry— 
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Plant Reserve Dr. 
To Municipal Fund 


may be made immediately the plant is bought so as to show what further 
amount is still available. You will have seen that, as the Plant Reserve 
Account is built up by means of charges to jobs for plant hire, the cost 
of which jobs has been debited to the wards concerned, this account 
is really another Ward Fund. The only difference in the method of 
charging the wards is that plant is paid for in proportion to works done, 
whilst, as pointed out before, other items of capital expenditure are 
met in the ratio of respective assessments. 

The establishment of a Plant Reserve and a Ward Fund as distinct 
from Municipal Fund is of distinct advantage and enables the Council 
to control its finances wisely. Councillors know that if a large capital 
expense has to be met, their ordinary works programme must be 
curtailed or they will finish the year showing a debit balance. They 
also know that no expenditure on new plant can be sanctioned unless 
the plant reserve shows a credit balance for that purpose. 

The balance of the Revenue and Expenditure Account at the end of a 
year is apt to be misleading, since the normal conclusion that a profit 
or loss has been made can hardly be drawn, owing to the fact that all 
expenditure on roads, bridges, footpaths, etc., is immediately written 
off. All it does really reflect is the general trend of ward funds. For 
instance, in the unlikely circumstance of a Council having £5,000 
unexpended at the end of a year, the whole of which stood to the 
credit of Ward Fund Account, the estimates for the new year would 
naturally have to include this item. After making all adequate allow- 
ances they would then show an estimated amount of money which 
would in all probability be available for works in the coming year. The 
councillors, on the recommendation of the engineer, would frame their 
works programme accordingly, with the probable result that at the 
end of that year the £5,000 has been absorbed, together with all the 
current year’s revenue. Would you think it correct to say that in the 
first year a profit of £5,000 was made, and in the second a loss of a 
similar amount? The Revenue and Expenditure Account, while it con- 
forms in some degree to orthodox practice, is nevertheless not designed 
to exhibit a profit or loss, for the simple reason that Local Government 
bodies do not exist for that purpose. It does, however, help to 
emphasise the fact that wards must endeavour to “live within their 
income” by disclosing the amount by which ward funds had increased 
mor decreased during the year. 

One other thing remains to be said in this connection, and that is that 
depreciation is not chargeable to wards. Your first impulse may be 
to challenge this statement, but I think on a moment’s reflection you 
will understand the reason for this. All capital expenditure—Plant, 
Furniture, Buildings—is financed as explained above for making an 
» entry— 
. Plant Reserve Dr. 
To Municipal Fund; or 

Ward Fund Dr. 

To Municipal Fund 


as the case may be, and in this way the existence of the asset as far as the 
wards are concerned has been wiped out in one year in the same way 
a expenditure on roads, etc., is written off. Municipal Fund, has, 
however, been increased by the purchase and charges for depreciation 
are taken direct to the debit of this account. 








304 THE AUSTRALIAN ACCOUNTANT JAN. 


Where a Council has large expenditure on roads it is often found 
advantageous for it to manufacture certain of its own requirements 
at the Council depot. Thus bitumen is heated and mixed with crude 
oil to form bitumen emulsion for spraying road surfaces. Screenings 
can be mixed with hot bitumen to be used as pre-mixed material and 
another instance is the manufacture of kerbs. All these operations 
require a separate account in the Job Ledger and, of course, must 
agree in total with an account in the General Ledger called “Manu- 
facturing Control.” Owing to the existence of various factors it is 
manifestly impossible to take the manufactured material into stores 
at exact cost price, and the usual practice is for a standard rate, based 
on past experience, to be fixed. Should it be found that the manu- 
facturing accounts are running into considerable credit, a review of 
the rates is made once in three or four months or whenever deemed 
necessary. Whatever balance is standing to the credit of Manufactur- 
ing Control at the close of the year is wiped off by crediting the 
wards in respective proportions of their road and kerbing works for 
the year. This is done by crediting ward funds direct and is not 
rebated back to individual jobs. 

Some of the difficulties encountered which make it impracticable 
to charge into stores at actual cost price each fortnight are :— 

The price of bitumen is subject to fluctuation. 
The quantity of bitumen in a drum is not always the same. 
Weather conditions affect the emulsifying of the bitumen. 
A certain increase in quantity takes place on heating. This has 
to be estimated as once it has been put into the bitumen kettle 
its identity is lost. . 
Pre-mixed metal ranges in size from 1 in. to $ in. and the 
amount of bitumen absorbed naturally varies according to the 
class of screenings being used. 
Kerbs may be made in large or small batches, according to 
requirements and to the amount of time available to the kerb- 
making gang. It is obviously not possible to produce as 
economically where only a small number is made when the time 
involved in setting up is considered. 

7. Periodically the forms on which kerbs are made need renewing 
or some other attention. 

These are technical matters, but I think them worthy of mention 
to show that a charging into stores at cost is not practicable or desirable. 

While on the matter of the Job Ledger I would like to refer in a 
general way to the “tying up” of stores records with the general financial 
accounts. The Job Ledger accounts for ward works and other expendi- 
ture form the material from which entries to Control Accounts in the 
General Ledger are made. Ward Expenditure may be conveniently 
grouped under two headings :— 

1. Roads construction and maintenance (including kerbing). 
2. Tree-planting and Reserves.. 

General Fund Expenditure (i.e., any items which are not properly 

chargeable against wards) comprises :— 
Manufacturing Accounts. 
Plant Running Expenses. 
Officers’ Car Expenses. 
Other items of a general nature, e.g., private jobs (work done, 
the cost of which is recoverable), traffic control, dog-impounding, 
etc. 
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Wards are also debited direct with charges for street lighting. A 
Council may supply electricity, in which event all such transactions 
require to be separately recorded, but what usually obtains in the 
metropolitan area is that local governing bodies contract with an 
independent body for the supply of electricity. The charges referred 
to cover the rentals of lighting equipment as well as actual cost of 
electricity. A simple columnar record can be kept to show the location 
of each light, its capacity and the total cost dissected to wards. These 
debits are entered once a month direct from the Purchase Journal. 

One other class of expenditure has not been mentioned and deserves 
to be referred to separately, i.e., Main Roads Expenditure. I will deal 
with some of the peculiarities of these figures a little later. 

It is desirable to have all General Ledger accounts which are either 

Ward Control accounts or have a bearing on ward finances, as for 
example, Sundry Drs., Rates, drawn up on the columnar system so that 
each ward’s figures can be dissected and recorded. This arrangement 
will doubtless be quite familiar to you and in this respect the wards 
) may be likened to so many departments of a store. 
» Ihave said previously that all invoices passing through Stores Records 
are dissected to “Stores” column in the Purchase Journal, and the tying 
) up is carried further by debiting Sundry Creditors Control through the 
» Cash Book with all payments for purchases. Thus the only sources 
|}of posting to expenditure accounts are the Store Records (wages sum- 
| mary, stores issued and plant hire charges), or the Purchase Journal 
) for those items like office stationery, etc., not associated with stores. 
© At any time it is therefore possible to obtain total figures of Ward 
Expenditure, to know the extent of the Plant Reserve credit accurately 
j} and to be satisfied that the Manufacturing Accounts are in order, also 
| to have a book check on Stores and Sundry Creditors. I need hardly 
mention that the charging out is done immediately the invoices come 
} to hand or even earlier where the Cost Clerk has reliable information 
as to price. This method has a considerable advantage over one where 
|no Purchase Journal exists, and where the dissecting to wards is made 
| from the Cash Book when accounts are finally paid. By the former 
§ method it is possible to be kept well informed with the position of the 
= works programme and to give the councillors up-to-date information. 
The Clerk requires to scrutinise these figures frequently too, so that if 
too much money is being spent in one ward in comparison with the 
year’s estimate, he can take the necessary steps to correct the position 
by having men and plant moved to another ward. 

Expenditure on main roads is financed by the Highways and Local 
Government Department, and by the Council, the normal contribution 
being in the proportion of 2:1. In country areas, large sums of money 
are sometimes made available by the Department for forming of main 
toads where Councils are unable to finance the undertaking, and in 
other instances assistance is given where, for instance, a main road 
requires widening. 

A main road is one which, though it passes through a district or 
districts, is of benefit not only to the residents of those areas but to the 
whole of the State and as such the Government recognises its respon- 
sibility in the matter and is willing to share in the cost of construction 
and subsequent maintenance. All payments on account of main roads 
must be drawn for on a special pay sheet, but you will appreciate that 
where materials are used out of store it is impossible to keep these items 
apart and pay for them by a cheque on the Government Grants Bank 
D 
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Account. When a claim is to be lodged, a summary of all materials 
used and plant hire charged to main roads jobs to that date must be 
extracted from the records of the Job Ledger. It will then be necessary 
to draw a cheque for this amount on the Government Grants Bank 
Account and pay it in to the Council’s ordinary Bank Account. On 
the pay sheet, the name of the Council will appear as payee of the 
cheque, the amount will be dissected under the different Main Roads 
Job Nos., and the amount will be verified by attaching the Council's 
official receipt for the cheque paid into the ordinary bank account. 

The Council then proceeds to draw a cheque on its ordinary bank 
account, as its contribution towards the total main roads expenditure 
to date and pays this back into the Government Grants Bank Account. 
The Highways and Local Government Department’s contribution is 
then claimed for and after the pay-sheets produced have been scrutinised 
by them the amount is placed direct to the Council’s credit at the bank. 

I have covered what I feel to be the most important phases of Local 
Government Accounting and have avoided making unnecessary reference 
to matters where procedure is similar to that obtaining in Commercial 
Accounting. 





Sales Tax Liabilities of Manufacturing Retailers 
By H. R. Irvrno, A.c.A. (AUST.), A.C.1.S. (ENG.) 


The Regulations under the Sales Tax Assessment Acts prohibit the 
quotation of certificate by a person who sells goods principally by retail, 
except in respect of the purchase or importation of goods— 

(a) specifically intended to be sold by wholesale, or 
(b) specifically for use as “raw materials” in the manufacture of 
other goods. 

By reason of the retailer’s non-quotation of certificate, the vendor 
(wholesaler) is liable for payment of tax on the amount for which 
taxable goods are sold. The tax payable is passed on to the retailer, who 
thus acquires his trading stock tax-paid. 

If the retailer imports his trading stock, tax is payable by the importer 
on the entry of the goods for home consumption. 

In order to place the retailer who manufactures his own requirements 
as far as possible on the same basis as the purchasing retailer or the 
importing retailer, Section 17 of Sales Tax Assessment Act (No. 1)— 
relating to manufacturers—imposes tax on the “sale value” of goods 
which are manufactured and “treated as stock for sale by retail.” In 
other words a “notional” sale is deemed to have taken place when the 
manufacturer transfers his products to the selling section of his business, 
for sale by retail. This section would include his showroom, window, 
display cases, etc., if the goods are there exhibited for retail sale. The 
liability would also arise when goods are placed “on the shelves” for 
sale by retail. 

If, however, a manufacturer who sells by wholesale as well as by 
retail keeps only a “common stock” from which sales are made by 
wholesale and by retail as occasion demands, and not a separate stock 
of goods from which retail sales are to be made, the liability for payment 
of tax does not arise until the goods are actually sold. 

It might also be mentioned that goods manufactured to the order of 
individual customers, e.g., clothes for human wear, photographs, lounge 
suites, furnishings, etc., are not “treated as stock for sale by retail,” and 
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are therefore not taxable until a “sale” takes place. If, however, the 
customer for whom the goods are manufactured does not take delivery 
of, or returns, the goods which are then put “into stock” for sale by 
retail, the manufacturer must then account for tax. 

Section 18 (2) of the Act provides that the “sale value” of the manu- 
factured goods which are treated as stock for sale by retail shall be: 

“(a) where the goods are of a class which the manufacturer himself 
sells by wholesale—the amount for which the goods would be 
sold by the manufacturer if sold by wholesale; and 

“(b) where the goods are of a class which the manufacturer himself 
does not sell by wholesale—the amount for which the goods 
could have been purchased by the taxpayer from another 
manufacturer if that other manufacturer had manufactured 
those goods in the ordinary course of his business for sale to 
the taxpayer.” 

In order to avoid the necessity of claiming rebates because of the 
double taxation which would otherwise be involved (firstly on the 
acquisition of the “raw materials’—through non-quotation of certificate 
—and secondly on the “sale value” of the manufactured goods) the law 
also provided that “where the Commissioner is satisfied, with respect 
to all the goods used in, wrought into or attached to any goods (being 
goods to which this sub-section applies) manufactured by the taxpayer, 
that sales tax has been paid in respect of the goods so used, wrought 
into or attached the sale value of the manufactured goods shall be the 
amount of the wages actually paid in respect of the manufacture of the 
manufactured goods increased by twenty per centum of that amount.” 

That “proviso” was deleted (as from June 1, 1940) and the following 
provisoes have been inserted in its stead: 

“Provided that in any case where the Commissioner is satisfied, 
with respect to all the goods used in, wrought into or attached to 
any goods (being goods to which this sub-section applies) manu- 
factured by the taxpayer, that sales tax has been paid in respect of 
the goods so used, wrought into or attached, the sale value of the 
manufactured goods may, at the option of the taxpayer, be the 
amount of the wages actually paid by him in respect of the manu- 
facture of the manufactured goods increased by seventy-five per 
centum of that amount : 

“Provided further that where any goods to which this sub-section 
applies have been manufactured for the taxpayer wholly or in part 
out of goods supplied by him to another person for that purpose 
and the Commissioner is satisfied that sales tax has been paid in 
respect of all the goods so supplied, the sale value of the manufac- 
tured goods shall be the total amount payable by the taxpayer to 
that other person in respect of the manufacture of the manufactured 
goods increased by thirty-three and one-third per centum of that 
amount.” 

It will be noted that the percentage addition has been increased from 
20% to 75%, but that the taxpayer is given the option of paying tax on 
the higher basis, or of adopting the “sale value” provided under Section 
18 (2) quoted above. If a taxpayer finds that it is more favourable to 
him to pay tax on that value, and to claim a rebate of the tax paid on 
the acquisition of the “raw materials,” he may adopt that course. Notice 
of his election must be given to the Department. 

This right of election does not, however, apply where the tax-paid 
“raw materials” are sent out to a “maker-up.” In such cases the addition 
of 333% to the making-up charge is mandatory. In dealing with this 
particular amendment, the Treasurer stated: 
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“Some retailers originally represented that as tax had been paid 
on the materials and on another person’s charge for making up, the 
total sale value upon which tax was so paid was generally equivalent 
to the amount for which comparable goods could be purchased by 
a retailer from a wholesale manufacturer. This view, however, has 
been proved by investigation to be unsupported by fact. Persons 
who make up the goods in question are to a considerable degree 
home workers who work in intense competition on margins of profit 
which earn them a bare living. In other cases the ‘makers up’ are 
persons of alien birth who set up in business with nothing more 
than a few machines and who, by dint of long working hours and 
keenly cut prices, endeavour to gain a footing in the manufacturing 
activities of this country. The charges made by these manufacturers 
to the retailers do not include a wholesaler’s normal gross profit. 
These traders do not have to take into account the legitimate over- 
head charges involved in the business of a wholesale manufacturer, 
who carries the expense and risks associated with the buying of 
materials and with the selling of fashion goods and whose factories 
are conducted upon high standards to conform to the present ideal of 
social welfare. 

“After full investigation, it has been concluded that, in general, 
a retailer in paying tax on cost of materials and making up charges 
is paying tax on total values equivalent to the wholesale manufac- 
turer’s costs of corresponding goods, but the wholesaler is paying 
tax on his sale price of those goods, which naturally includes his 
profit as well as costs.” 

It is important to note that neither of the new “provisoes” applies 
unless all of the goods used by the manufacturing retailer in manufac- 
ture, or supplied to an “outside” manufacturer, are tax-paid. If materials 
are taken from a common stock consisting partly of tax-paid goods and 
partly of exempt goods or goods obtained free of sales tax under 
quotation of certificate, the liability will still be determined according to 
the provisions of Section 18 (2). 

The reason for the amendments is obvious. There is little doubt that, 
under the previous provisions of the law, the manufacturing-retailer often 
gained an advantage over the purchasing retailer or the importing 
retailer. But, as in many other instances, the amendments designed to 
remove anomalies have themselves created anomalies. For instance, if 
a manufacturing-retailer manufactures for his own business use goods 
similar to those manufactured for retail stock, the former are still taxed 
on the old basis of wages plus 20% (where wholly tax-paid materials 
are used). The anomalies are, however, more noticeable in respect of 
goods covered by the second “proviso.” If a retailer obtains goods free 
of sales tax, by quoting his certificate, specifically for use in manufacture 
and he supplies these goods to an outside manufacturer or “maker-up,” 
the “sale value” of the manufactured goods is the sum of the material 
cost plus the making-up charge, if he can demonstrate that he could 
purchase similar goods for that price “from another manufacturer if 
that other manufacturer had manufactured those goods in the ordinary 
course of his business for sale” to the retailer. But if the retailer supplies 
tax-paid materials, he must pay additional tax on the making-up charge, 
plus 334% thereof, irrespective of the price at which he could purchase 
comparable made-up goods! ‘Here again, there can be two wholesale 
values for identical goods “manufactured” by the same person. 

In regard to “clothes for human wear” manufactured to the order of 
individual customers, the value upon which tax is payable is 50% of 
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the total amount payable by the customer to the manufacturer. But if 
the customer does not accept the goods and the “unclaimed orders” are 
put “into stock,” tax is payable on the wholesale selling value, which 
might vary considerably according to whether the liability is to be 
determined under Section 18 (2) or the first or second provisoes to that 
section. 

The sales tax legislation is fast becoming like the proverbial “patch- 
work quilt” and is quite beyond the comprehension of the average tax- 
payer. Whilst no one will quibble with amendments designed to protect 
the revenue, and to avoid competitive anomalies, the basic principle of 
simplicity should not be sacrificed. 





Statements of Affairs and Liquidators’ Statements 


By Percy E. WILTSHIRE, A.I.C.A., F.A.1.S. 
(A Lecture Delivered to the Commonwealth Institute Students’ 
Society, Sydney.) 


The subject of this lecture is probably the least popular of 
» Accountancy studies, as it relates principally to businesses that have 
failed. When we, as students, think of auditing or of costing, we 
visualise huge, prosperous, industrial or commercial concerns, but 
when we think of Statements of Affairs and Liquidators’ Statements, 
we usually associate them with insolvency. Nevertheless, the affairs 
of businesses which for certain reasons require to be wound up, are 
very often handled by Accountants, and it is necessary that Accountancy 
| students should acquire a knowledge, not only of the procedure in 
bankruptcy and liquidation, but also of the Accounts to be kept by 
Trustees and Liquidators, and the Statements which they are required 
to furnish. 
BANKRUPTCY AND LIQUIDATION 
I do not propose to discuss the legal aspect of bankruptcy and com- 
pany liquidation, except insofar as it relates to Statements of Affairs 
and Liquidator’s Statements. This Society is singularly fortunate in 
having had the privilege of hearing four lectures on bankruptcy and 
liquidation recently by recognised authorities on those subjects. Those 
lectures were published in recent issues of The Australian Accountant, 
as follows :— 
January, 1940.—“Deeds of Arrangement under the Bankruptcy 
Act,” by A. J. R. Parsons, F.1.c.a. 
April, 1940.—“Winding-up, Reconstruction, and Amalgamation of 
Companies,” by A. C. Leslie, A.1.c.a. 
May, 1940.—“Proceedings in Bankruptcy,” by A. B. Samuelson, 
LL.B. 
July, 1940.—*“Procedure in a Liquidation,” by F. Howe Talbot, F.1.c.a. 
In the preparation of Statements of Affairs and Liquidators’ State- 
ments, however, it is necessary to have a knowledge of the Law relating 
thereto. 
STATEMENTS OF AFFAIRS 
A Statement of Affairs is a statement of Liabilities and Assets drawn 
up in a somewhat similar form to a Balance Sheet, but it differs in certain 
respects from a Balance Sheet. 
A Balance Sheet is really, as its designation denotes, a classified 
summary of the debit anc credit balances remaining in the Ledger after 





310 THE AUSTRALIAN ACCOUNTANT JAN. 


the Manufacturing, Trading and Profit & Loss Accounts have been 
prepared. Most of such balances can be classed as Assets and Liabilities, 
but there are certain items appearing in a Balance Sheet, such as 
Preliminary Expenses, Reserves, etc., which cannot be classed either 
as Assets or Liabilities of a concern that is insolvent. If, however, a 
business as a “going concern” is regarded as a separate entity, existing 
apart from the proprietors of it, such items as Capital and Reserves may 
be regarded as Liabilities of the business to the proprietors, whilst items 
such as Preliminary Expenses, Patent Rights, Trade Marks, etc., may 
be regarded as Assets of a continuing business. 

The difference between a Balance Sheet and a Statement of Affairs 
exists because the former is drawn up so as to exhibit the financial 
position of a “going concern” at a given time, whereas the latter is 
generally a statement of liabilities and assets of a stationary concern. 
This difference may be likened to the difference between a snapshot and 
a time-exposed photograph. A Balance Sheet is a “static” statement, 
for it shows the position of a business as at a certain moment of time 
and applies only to the conditions prevailing at that given moment. A 
Statement of Affairs is merely a statement showing the position of a 
concern mainly from the point of view of realisation and distribution. 
The principal differences between a Balance Sheet and a Statement of 
Affairs are the following :— 

(1) A Balance Sheet is constructed from a set of books kept by Double Entry 
whereas a Statement of Affairs is prepared from whatever records and 
information are available; consequently a Balance Sheet is provable, whilst 
a Statement of Affairs cannot be proved. 

(2) In a Balance Sheet, the Assets are shown at their Book Value, whereas in 
a Statement of Affairs, the Assets are valued from the viewpoint of 


realisation. 

(3) In a Balance Sheet the Preferential Creditors are included in the total 
of the Liabilities; in a Statement of Affairs, they are deducted from the 
Assets, so as to show the balance which is expected to be available for 
ordinary creditors. 

(4) A Balance Sheet shows the Proprietors’ Capital and undistributed profits, 
etc., a Statement of Affairs excludes these items, and merely shows the 
Surplus or Deficiency. f — : 

In the preparation of a Statement of Affairs, the principal points 


for consideration are :— 
(1) Distinction between Secured Creditors, Preferential Creditors, Ordinary 
Unsecured Creditors and Deferred Creditors. 
(2) Valuation of Assets. 


SECURED CREDITORS 


Secured Creditors are those who hold some form of security, such 
as Mortgages, Liens, or Bills of Sale. 

Bank overdrafts are generally secured by mortgages or guarantees. 

Companies sometimes borrow money by means of Debentures secured 
by a mortgage or a floating charge over the whole of the Company’s 
Assets. 

Municipal and Shire Councils are secured for rates, which are a 
charge on the property on which the rates are imposed, and the amount 
owing for rates must be paid usually before the property can be trans- 
ferred. Similarly, unpaid Land Tax is a first charge on the subject 
land in priority over all other encumbrances whatever, as per Section 
56 (1) of the Land Tax Assessment Act, 1910-1930. 

A secured creditor may realise his security and claim for the balance 
of his debt (if any), or he may surrender his security and prove for 
the whole of the debt. If a creditor realises more for his security than 
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the amount of his debt, he must hand back the balance for the benefit 
of the general creditors. 

In a partnership where securities, belonging to an individual partner, 
which are not part of the firm’s assets, have been lodged with a creditor 
as collateral security, the liability to the creditor should be shown in 
full on the firm’s Statement of Affairs. The creditor can prove against 
the firm’s estate for the whole of the amount owing, and in the event 
of the debt not being satisfied in full, he can realise the collateral 
security and deduct the balance from the proceeds, the remainder of 
the proceeds forming part of the partner’s private estate. In addition 
to the Statement of Affairs of the firm, a Statement of Affairs in 
respect of the separate estate of each of the partners should be prepared. 


PREFERENTIAL CREDITORS 


Preferential Creditors are those whose claims are payable in priority 
to the claims of all other unsecured creditors. 

In the case of the bankruptcy of a person or firm, or in the case 
of a person or firm executing a Deed of Assignment in favour of 
creditors under the provisions of the Commonwealth Bankruptcy Act 
1924-1933, the order of priority of payments is prescribed by that Act. 
In the winding up of an insolvent company in N.S.W., however, the 
order of priority of payment is set out in Section 297 of the Companies 
Act 1936 (N.S.W.). 

Section 84 of the Commonwealth Bankruptcy Act 1924-1933, pro- 
vides that, after payment of expenses of administration, and certain 
other costs and expenses, including the Trustee’s remuneration, and 
funeral and testamentary expenses of a deceased debtor, the trustee 
shall apply the proceeds of a bankrupt estate in the following order :— 


1. In payment of all wages or salary of any clerk, servant, labourer, or 
workman (not being the wife, husband, child, parent brother or sister of 
the bankrupt), not exceeding Fifty pounds, whether payable per time or 
piece work, in respect of services rendered to the bankrupt within four 
months before the date of the sequestration order. 

. All amounts, not exceeding, in any individual case, £200, due in respect 
of compensation under any Act, where in any employment, personal injury 
by accident is caused to any workman, the liability wherefor accrued before 
the date of sequestration. (Where the employer has entered into a contract 
with insurers in respect of liability under any such Act, to any workman, 
this paragraph does not apply.) 

. In payment to an apprentice or articled clerk to the bankrupt, of such sum 

as is payable under Section 87, viz.: such sum as the trustee, subject to an 
appeal to the Court thinks reasonable, having regard to the amount paid 
by or on behalf of the apprentice or clerk, and to the time during which 
he has served with the bankrupt under the ‘indenture or articles and to the 
other circumstances of the case. 
In payment of all municipal or other local rates due from the bankrupt 
at the date of the order of sequestration and having become due and payable 
within twelve months next preceding that date; and all assessed land tax 
and income tax, assessed under any Act or State Act prior to the date of 
the order of sequestration and not exceeding in the whole one year’s 
assessment; and in repayment of any advances made to the bankrupt, or in 
payment of any amount owing by the bankrupt for goods supplied to him, 
under any Act or State Act or law of a Territory relating to or providing 
for the improvement, development, or settlement of land, or the aid, develop- 
ment or encouragement of mining. 

(If the bankrupt has given security for the payment or repayment of 
the amount due, this paragraph shall only apply to the balance due after 
deducting the net amount realised from the security.) 

‘ Rent, not exceeding three months, due and payable up to date of sequestra- 
tion order, in respect of which there were, at date of sequestration, goods on 
the premises liable to distress for rent. 

(Owing to the abolition of distress for rent, this priority has now 


disappeared. ) 
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€ Such preferences, priorities, or advantages in favour of any creditor or 
group of creditors, as are passed by a special resolution of creditors at a 
general meeting, the notice concerning which contains a copy of the resolu- 
tion to be submitted. 


Section 84 provides also for the following special priorities :— 


1. Where the bankrupt is under a contract of insurance (entered into before 
he became a bankrupt) insured against liabilities to third parties, then in 
the event of any such liability being incurred by the insured (either before 
or after he becomes a bankrupt) the amount of the liability so incurred 
shall upon being received by the trustee from the insurer be paid to the 
third party to whom such liability was incurred in priority to all other 
preferential creditors with the exception of a claim of an employee for 
compensation for personal injury by accident arising out of, and in the 
course of his employment by the bankrupt. 

(If the liability of the insurer to the insured is less than the liability 
of the insured to the third party nothing in this sub-section shall limit the J 
rights of the third party in respect of the balance.) 

. Where assets in any estate have been recovered by means of an indemnity 
for costs of litigation given by certain creditors, the Court may make such 
order as it deems just with respect to the distribution of those assets with 
a view to giving the indemnifying creditors an advantage over others in | 
consideration of the risk run by them in giving the indemnity. 

. In the case of partners, the joint estate shall be applicable in the first 
instance in payment of their joint debts, and the separate estate of each 
partner shall be applicable in the first instance in payment of his separate 
debts. If there is a surplus of the separate estates it shall be dealt with 
as part of the joint estate. If there is a surplus of the joint estate it shall 
be dealt with as part of the respective separate estates in proportion to the 
right and interest of each partner in the joint estate. 


Section 296 of the N.S.W. Companies Act 1936, provides for the 
application of bankruptcy rules (with regard to the respective rights 
of secured and unsecured creditors, debts provable, etc.) in the winding 
up of an insolvent company, and Section 297 sets out the order of 
priority of payments in a winding up. The claims entitled to priority 
of payment under Section 297 of the Companies Act 1936 (N.S.W.), 
are somewhat similar to those provided for under the Bankruptcy Act. 

The principal differences between the priorities provided by the 
Commonwealth Bankruptcy Act and those provided by the N.S.W. 
Companies Act, are the following :— 


1. Wages and Salaries 
(a) The Bankruptcy Act excludes Wages or Salary of the wife, husband, 
child, parent, brother or sister of the bankrupt As a Company is a 
separate legal entity, distinct from its sharehol.ders, there is obviously 
no similar provision in the NS.W. Companies Act. 
(b) The N.S.W. Companies Act includes a commercial traveller as an 
employee and provides that the wages or salary may be earned wholly 
or in part by way of commission, not being an overriding commission. 
There is no mention of commercial traveller or commission in the 
provision relating to priority of wages and salaries in the Bankruptcy 
Act, although if a commercial traveller is subject to the control and 
direction of a principal, he is deemed to be an employee within the 
meaning of that section of the Bankruptcy Act, and _ therefore 
preferential. have 
2. Apprentice or Articled Clerk R . 
The provision in the Bankruptcy Act relating to priority of payment of — 
proportion of premium to an apprentice or articled clerk has no counterpart 
in the N.S.W. Companies Act. 


3. Crown Debts 
Although the N.S.W. Companies Act 1936, similarly to the Commonwealth wher 
Bankruptcy Act, gives only a limited priority in respect of debts owing whet! 
to the Crown, it has been held that in the winding up of an insolvent prope 
Company, all debts owing to the Crown under the Commonwealth Govern- becor 
ment, and all Taxes owing to the N.S.W. Government, are preferential. 45 ag 
(See The Australian Accountant, Vol. 8, p. 296.) Under the provisions of entitl 
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the Bankruptcy Act, Crown debts are preferential to the extent of all land 
and income tax assessed prior to the date of the Order of Sequestration, 
but not exceeding, in the whole, one year’s assessment. 
4 Rent 
By reason of the abolition of distress for rent, Rent is not preferential 
in N.S.W. under the Commonwealth Bankruptcy Act. Under the provisions 
of the N.S.W. Companies Act, however, Rent is preferential provided that 
no payment shall be made, in respect thereto, in excess of the value of goods 
on the premises. 
ORDINARY CREDITORS 


The ordinary creditors are those whose debts are not secured, and 
who have no priority, but whose claims are not deferred. These 
generally constitute the bulk of the creditors; they are usually paid 
in dividends, after the expenses and preferential creditors have been 
paid in full. If there is insufficient money in the estate to pay the 
ordinary creditors in full, they rank pari passu, or in other words, 
they are paid dividends in proportion to the amounts owing to them. 

The deferred creditors are those whose claims are deferred in 
various degrees, and who can rank for dividends only after the claims 
of most or all of the other creditors have been fully satisfied. 


DEFERRED CREDITORS 


The Commonwealth Bankruptcy Act 1924-1933, contains the fol- 
lowing provisions relating to deferred creditors :— 


Section 84 (5)—Where a debt has been proved which includes interest, or any 
pecuniary consideration in lieu of interest, or any claim founded on a claim for 
interest, the interest consideration or claim shall, for the purposes of dividend, be 
calculated at a rate not exceeding 8% p.a., without prejudice to the right of a 
creditor to receive out of the estate any higher rate of interest to which he may 
be entitled after all the debts proved in the estate have been paid in full. 

Section 85 (1)—Any money or other estate of the wife of a bankrupt lent or 
intrusted by her to him shall be treated as assets of his estate, and the wife shall 
not be entitled to claim any dividend as a creditor in respect ‘of any such money 
or other estate until all claims of his other creditors for valuable consideration 
in money or money’s worth have been satisfied. 

(Where a wife loans money to her husband for use in a business of which he is 
a partner, this provision does not apply (Midlane Bros. v. Reid (1930) 3 A.B.D. 
40), Bankruptcy Law in Australia, Sir Isaac Pitman & Sons Ltd., 1934. 

Section 85 (2)—Where the bankrupt is a married woman, her husband shall 
not be entitled to claim any dividend as a creditor in respect of any money or 
other estate lent or intrusted by him to her, until all claims of her other creditors 
for valuable consideration in money or money’s worth have been satisfied. 

Section 86—Where money has been advanced, by way of loan, to a bankrupt who 
was engaged or about to engage in any business, on a contract with the bankrupt 
that the lender shall receive a rate of interest varying with the profits, or shall 
receive a share of the profits arising from carrying on the business, or, where the 
bankrupt is the buyer of a goodwill in consideration of a share of the profits of 
the business, the lender of the loan shall not be entitled to claim any dividend 
as a creditor in respect of his loan, and the seller of the goodwill shall not be 
entitled to claim any dividend in respect of the share of the profits contracted for, 
until the claims of the other creditors of the bankrupt (other than the wife or 
husband cf the bankrupt) for valuable consideration in money or money’s worth 
have been satisfied. 

Section 94 (2)—Any covenant or contract made in consideration of marriage 
either— 

(a) for the future payment to the settlor’s wife or husband or children, of 
any money, or 
(b) for the future settlement on or for the settlor’s wife or husband or 
children of any property, 
wherein the settlor had not at the date of the marriage any estate or interest, 
whether vested or contingent, in possession or remainder and not being money or 
property of or in the right of the settlor’s wife or husband, shall, on the settlor 
becoming bankrupt before the covenant or contract has been executed, be void 
as against the trustee in the bankruptcy, except so far as it enables the persons 
entitled under the covenant or contract to claim for dividend in the settlor’s 
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bankruptcy under the covenant or contract, but any such claim to dividend shall 
be postponed until all claims of the other creditors for valuable consideration 
in money or money’s worth have been satisfied. 

Section 113 (1)—Where one partner of a firm becomes bankrupt, a creditor 
to whom the bankrupt is indebted jointly with the other partners of the firm, or 
any of them, shall not receive any dividend out of the separate property of the 
bankrupt until all the separate creditors have received the full amount of their 
respective debts. 

STATEMENTS OF AFFAIRS 

There are four different types or classes of Statements of Affairs to 
which I propose, briefly, to refer; they are:— 

1. A Statement of Affairs for a business in respect of which the 
books are kept by Single Entry. 

2. A Statement of Affairs furnished by a Bankrupt whose Estate 
is being sequestrated. 

3. A Statement of Affairs of a person or firm who has executed 
a Deed of Assignment in favour of a Trustee on behalf of his 
Creditors. 

4. A Statement of Affairs of a Company (usually converted from 
a Balance Sheet). 

Single Entry 

You are doubtless familiar with the meaning of Single Entry book- 
keeping and its disadvantages compared with the Double Entry system. 

If books are not kept by the Double Entry system, it is impossible to 
take out a trial balance from which to construct a Trading Account, a 
Profit and Loss Account, and a Balance Sheet. If sufficient records 
have been kept concerning Cash Receipts and Payments, and Debtors’ 
Accounts, however, it is possible to ascertain the amount of profit or 
loss for a given period, and even to construct a Trading Account and 
a Profit and Loss Account from such records, but as the figures car-not 
be proved, they are obviously unreliable. 

The method of ascertaining the profit or loss is as follows :— 

1. Draw up a Statement of Affairs showing the Assets on the 
right hand side and the Liabilities on the left hand side. If 
the Assets exceed the Liabilities, the surplus represents the 
Proprietor’s Capital. If the Proprietor’s Capital is greater at 
the end of the period than it was at the commencement, the 
gain is the amount of profit earned for the period. 

Conversely, if the Proprietor’s Capital at the close of the 
period is less than it was at the commencement, the difference 
is the amount of loss for the period. Allowance must be made, 
of course, for additions and withdrawals of Capital, and draw- 
ings on account of profits. 

2. To prepare a Trading Account, Purchases and Sales may be 
ascertained as follows :— 


PURCHASES SALES 

Cash Purchases. Cash Sales. 

Add: Cash paid to Creditors. Add: Cash received from Debtors. 
» Creditors at end of period. » Debtors at end of period. 
» Discount allowed by Credi- » Discount allowed to Debt- 

tors. ors. 
» Bills Payable. » Bad Debts written off. 

Less: Creditors at commencement » Bills Receivable. 

of period. Less: Debtors at commencement 
of period. 


3. The Profit and Loss Account can be constructed by dissecting 
the Cash Book entries and making due allowance for accruements 
and prepayments. 
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Bankruptcy 
» When a person, unable to pay his debts, petitions the Bankruptcy 
or | court for a sequestration order in respect of his Estate, his petition 
or | must be accompanied by a Statement of Affairs to which is annexed 
he [an affidavit verifying such Statement of Affairs. A copy of the State- 
ar ment of Affairs must be furnished forthwith to the Official Receiver. 

In the capacity of accountants, you may be called upon to prepare 
a Statement of Affairs for a person who decides to petition the Court 



































to Fifor a sequestration order. 
The Statement of Affairs to be presented to the Bankruptcy Court 
€ in Australia consists of eight forms or sheets, each of which bears an 
sidentifying letter (A to H) and must be signed by the Debtor, and 
te signed also by the Justice of the Peace, or Commissioner, before 


whom he swears the verifying affidavit. 
The forms are :— 
” Sheet A. Statement of Affairs—The entries on the Statement of 
Affairs consist of the totals transferred from Sheets B 
= oe to H. 
Sheet B. List of Unsecured Creditors, distinguishing Preferential 
Creditors from Ordinary Creditors. 


. | Sheet C. List of Fully Secured Creditors, showing amount of debt, 

1. particulars and estimated value of security held and 

o § estimated surplus from security. 

a | Sheet D. List of Partly Secured Creditors, showing amount of 

is ff debt, particulars and estimated value of security, and 

4 balance of debts unsecured. 

r Sheet E. List of Contingent or other Liabilities, showing contingent 
liabilities such as bills under discount, and also showing 

t deferred creditors. 


Sheet F. Property—On this sheet must be entered all the Assets, 
with the exception of Debts due to the Estate. The value 
to be shown against each item is the amount it is 





C 
f estimated to produce (or realise). 
6 Sheet G. List of Debts due to the Estate, showing the names and 
t addresses and occupations of the respective debtors. Each 
: debt must be classified under the heading of “Good,” 
“Doubtful” or “Bad,” columns being provided for that 
: purpose, and another column is headed “Estimated to 
4 Produce.” Particulars of any Securities held against the 


debts must also be entered on this sheet. 
Sheet H. Deficiency Account—This is a statement showing how the 
deficiency, or surplus, as shown by the Statement of 
Affairs, has arisen. On the left-hand side are entered: 

1. Initial Capital, or the Capital at a date at least twelve months 
prior to the date of sequestration order, or such other time as the 
Official Receiver may have fixed. 

Trading Profits (if any). 

Other income. 

Gifts received by the debtor. 

. Deficiency as per Statement of Affairs (Sheet A). 
n the right-hand side are entered: 

Trading Losses (if any). 

Depreciation of Assets. 

Bad Debts (if any) as per Sheet G. 

Other losses and expenses. 

Surplus as per Sheet A (if any). 





VF WNreOQOwrwh 









nad 
oa 





THE AUSTRALIAN ACCOUNTANT JAN. 


316 


UU Yo 345 37 


0 0 OOS 
0 0 OS 

0 0 OST 

0 0 002 

0 0 OOr'l 

0 0 O0S‘T 

0 0 OOF 
00 & 

0 0 00r 
0 0 0002 

0 0 0007 

0 0 oOrz 

0 0 OOT 

0 0 008 

0 0 00S'T 
0 0 00e'tF 

0 0 O00F 

0 0 000‘tF 





poser wove g svwy 


“SLASSV 
QoueUul.y s10J}OF_ 0} Burmo junowy :ssa7 


00 Of OCC Tt tt tt seg s0;0;R | 
0 0 OOF * °* AMIL J0j0K{ [| 
(pesaquinoug) SaDIHAA uOLON 
J ** eaquoy Jad se “py ‘05 
J0;BI9TIIPOY aul oF Burmo yunouly :ssaT7 
* ** JOPBIIBUpOY | 
(pasoquinouq) LNVId 
(3y84ps92409 
ay} JO ydedsez ut eIQUO> Jad se 39} 
-ueien3 e SPIO osje yueg 24. —aj0") 
os " CaN ” Adua1dyaq 
‘ , "s+ yueg 
Jaary {Kean ay] 0} Np yunowy : 5597 
* ye panjea “pry ‘OD 
‘ZA Ut pred Ajjny yore [F JO saseys OT 
(paszequnouyq) SHAYVHS 


* GNVH NI HSV9O 
* sso] payeunsy 


s+ te se ee ee es 9+ agua 0} payeuNsa 


oe 08 08 of . * peg PoeyeUysy 
- Innanod 


poor) poyeunjsy 
SLdad MOO 

‘eoss ** sZunnyig pue sainjxty uelg 

0 0 008 ** £99015) 

0 0 009 teote * arempsepy 

0 0 mm oh 98 98 S2904S pue s}oog 

00 008 °° | Ax9009 9 pue Buiyj0o[D 

0 0 O04 "°° ** £sadeiq 


32015 
INV1d GNV AGVUL NI MOOLS 
SLASSV 





U YU West 


0 0sZ 
0 sor 


0 O0S‘bF 


ocojoy 
oo 


o 


oo 


ocooooo 


oo ;|°o 


ocooceo 


oor 


PRCT GUUS ZUHUI 
SHILIIaAavVviIt 


a a ee ee ee SIUOD OF sHiding 


ae gr eee eUOD ad se AyIncsas 
oe ee ** 3sey> 
‘OT B0URUI SI0}O;T 


** BryUO7) 0} snidins 


“and oa uo “PvT 


OP De te. a sad se AyLInsag 
ea - ++ ase 
-ing ‘ema Uo “Py °OX) AOPEIIT yy sy 
(pasnsag AIINy) SHOLIGAYD AYGNNAS 
(‘pesodun ase Asy} yotym uo Ajyladoig 
ayy uo aaseIp wy se S2zeY a4 L) 
sore 
jedrowunyy Joy —Punoy yoeqkem HL 
(pesns9g) WOLIGANYD AYANNS 
(‘a.uapisas ayeatid sity jo 
Speed IHL 43 st YIM paspoy sey oym 
yeuof yuely JO sa3Ue1eNT 94} ‘ApLINDOG 
[esazeyjoy se spjoy yueg wWyL—soN) 


* BsUOD dad se AyLindag 
it oe aa 4 3eIpI2zAQ UO 
—yueg Jeary Aelrmypy a4 
(pemo2es) YOLIGAAD HSVD 
°“* peousapy Ysep—Ppueny  sousy 
(pemoesu)) YOLIGAYD HSVD 


"* SUCINSU[—PIT “OD souBmsUl “Z°A'X 
" (OSF JO $sa0x0 ut) sadey—Aeg ‘VY 
* ** guoydapl—)'W'd 
vrore oss ss AUOIZDIIA—]IMOunNoy yoeqhe ny 
"* saeq ADuUeJUNOIIY—1OUIIIG ® UlAlaq 
ve "* ** SJsO7y [BBIT—sMET FH sMET 
a SYOLIGaYD AYANNS 
** ** paysezjze yst] Jod sy 
(pomoosup)) SUOLIGAND ACVAL 
“SAILITIGVIT 








‘OPO ‘4aquajydas yigg yo so sawp fo yuamajnji¢ 


; “MIVEAVM ‘SUAdAAAAUOLS IVWAANAD 
«AXOLS AMDNT AHL, SV ONIGVUL ‘SSATHONT LSANYA GNV HVNO[ MNVYA AM NIT 417 














(SNOILILIIA AAV LNAWALVLS SIHL NO SANVN TTV) 






0 0 OF rete te te ss pyy ssayddng 224o1g er wr WON seen 
= Aq anp anise 0} paysadxa UOIssIUUO7 | 0 0 OSF * _ penne suis v ~ 9 
a LESSV LNZONILNOD | ALITIGVIT LNFDNILNOOD 
0 0 OIF PHT OD OPSA SSOPEM WIE | 0 0 OOF (-AoHog ax1"] sty UO ssapyon’] Aq pamoss0q 
LNAWNSISNOD NO GTHH HAV SGOOD | seM WINS SIU) ‘aURAPY—ssa]yon’] Jsousy 
oat ‘WNANVvaOWndNn wOLIGaND daaNadAG 
0 0 008°9F 0 0 008'9F 
” —————— 
b | 0.0 StF 
a 0 0 SP oe 
Zz | 00 02 ‘' *' ** ** Ue2It @ UMOIg 
Y 00 S$ °° ** ** "OD B BWM Weg 
(e) —juow 
ss ~usissy % juanbasqns peddng spoor 410.4 
= 00S * ** UOHeXe] jo J9UOIS 
y “suo, ‘(Qf6,) XBL ewWoduUT jerseds 1044 
< 0 0 $8 ——— 
= | oo to +< = le 
=z | 0 0 Ol as 6 62.4% ae #6. -% * Zuo] = 
es | © TD ee. i. ct seas. si. as Te 
7 0 0 098, “ ** KONAIDIAAG ONIAG ADNVIVE | 0 0 OSF en § les 
2 0 0 65 —1}U07) Jad se pajyonpeg 
0 0 SET BsUOD Jad se sue[y jeNUrsajoslg : 5577 | SWIVTD ‘IVILNaXaaaad 
nm 0 0 S209 | ee 
0 0 00S pape tegeer ome 
“eS 2 «sr ‘* ** Bljzuos sad 0 0 O08 ‘ss ** 98eByoyW puovsg uQo—ysey ‘CO 
se S208 10 0} Sune yunouwly :ssa7 0 0 OOfT °° °° °° ** BBeBsopy_ puosag 0} snjding 
0 0 00s‘c# ** "ores ye ‘syUBy 3eISq ‘Ply 
® puey Aq ponjea—uosssy3 sZuipimg 00 oose “"*' ** ** ** *%* BaquOs Jod se AyLMIaSg 
doyS yum yoeqkeM 3e pueyT pjoyses7 2 eee et te a8e8 1074 3SII,J UQ—AsU0Z Sa] 
om (pesoqunsuq) ALYAdOUd (paanseg 4IIn4) SHOLIGAYD HSVD 
ES 0 0 SZs‘sF ss ses" psemsoy 3yBnos1g JunoWYy | 0 0 008°9F "s ' ** premsog 34y8n0I1g junowy 
‘SLASSV SHILIMIAVIT 
aoueUl,y s1OJOPFY 0} Zurmo junoury $597 , _ 0 0 002 ee ee ee ee ee ee Oe a ee 
Z 0 0 OOS 00 02 OC tt tt tt tt aed s0}0~ | 0 0 OOS = ie A i de “* BryUOD . tod se | AyaNIag 


318 THE AUSTRALIAN ACCOUNTANT JAN. 


Assignments 

When a person or firm executes a Deed of Assignment or Arrange- 
ment in favour of a trustee on behalf of his creditors under the 
provisions of the Commonwealth Bankruptcy Act, he must furnish 
particulars of his liabilities and assets on schedules, and a declaration, 
in the prescribed form, verifying the contents of such schedules must 
be attached to the deed. 

Immediately after the execution of a Deed of Assignment or 
Arrangement, the trustee will take possession of the debtor’s business, 
and will proceed to value the assets and ascertain full particulars of 
his liabilities. As soon as possible thereafter the trustee will prepare a 
Statement of Affairs for presentation to a meeting of creditors. 

The Statement of Affairs is usually drawn up in the form of the 
‘specimen (Fig. 1), and I will now explain the entries thereon, com- 
mencing with the liabilities, in the order in which they appear on the 
Statement of Affairs. 

Liabilities 
1. Trade Creditors (Unsecured), £4,500 
' In practice, a list of Trade Creditors and the amounts of their 
respective claims is attached to the Statement of Affairs. The list is 
compiled in order of amount; that is to say: The creditor to whom the 
largest amount is owing heads the list, and the names of other creditors 
appear on the list in the order of amounts of their respective claims. 


2. Sundry Creditors (Unsecured), £105 

These are creditors in respect of services, and are shown separately 
merely to distinguish them from Trade Creditors. They rank equally 
with unsecured Trade Creditors. 


3. Cash Creditor (Unsecured), £750 

This creditor is shown separately merely as a distinction from the 
other unsecured creditors. As he holds no security, he ranks equally 
with the abovementioned unsecured Trade and Sundry Creditors. 


4. Cash Creditor (Secured), £1,500 

The Bank holds as security 100 shares valued at £100, and also 
the guarantee of one of the partners, who has lodged with the Bank the 
title deeds of his private residence. The Bank can prove against the 
firm’s estate for £1,400 in this case, and if the assets do not realise 
sufficient for payment of the full amount owing to the Bank, the Bank 
can realise the collateral security, and deduct the balance of the amount 
owing by the firm from the proceeds of the sale of the partner’s property, 
the remainder of such proceeds being paid to the partner who guaranteed 
the firm’s accounts. 


5. Secured Creditor, £45 

Municipal and other local rates are preferential to the extent of one 
year’s assessment, but as such rates are a first charge on the property 
upon which they are imposed, and as rates must be paid, usually, before 
the property can be transferred, the Wayback Council is a fully secured 
creditor for the claim of £45. 


6. Sundry Creditors (Fully Secured) 

Under a Hire Purchase Agreement, the property in the goods does 
not pass to the hirer until the final instalment has been paid. In the 
event of default, the seller can repossess the goods. Creditors for 
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balances owing in respect of goods under Hire Purchase Agreements 
nge- are secured to the extent that if the trustee under an assignment is not 
the prepared to pay the instalments as they fall due, the sellers can repossess 
‘nish the goods. 


tion, 7. Cash Creditors (Fully Secured) 







































= These two creditors hold respectively a first and a second mortgage 
a over the firm’s freehold property, and on the basis of the valuation shown 
me: on the assets side, they are both fully secured. 

s of 8. Preferential Claims, £135 

sia These creditors are entitled to payment in priority to all other 


unsecured creditors, and it will be noted that the total of the claims 
the (£135) is not brought into the total of the liabilities, but is deducted 
rw from the total of the assets. 


the 
9. Deferred Creditor, £100 


This creditor is not entitled to receive any payment from the estate 
until the claims of all other creditors have been paid in full. 
me 10. Contingent Liability, £50 
“the This is a notation of an amount for which the estate is contingently 
tors liable. It may happen that the signs can be sold for a sufficient 
| price to enable the obligation to the supplier to be discharged, in which 
event there will be no actual liability, but if, on the other hand, the 
signs cannot be realised, the supplier will be entitled to prove his claim 


itely as a creditor for the full amount owing under the contract. 
tally 
Assets 
1. Stock in Trade and Plant, £3,300 
the These assets are not shown in the Statement of Affairs of an Assigned 
ally Estate at the amount they are expected to realise, as is the case with 


an Estate in Bankruptcy, but they are valued by competent valuers and 
are shown at their actual value, i.e., cost or current market value, 
whichever is the lower. The main reason for this procedure is: The 


- assets of an Assigned Estate are usually sold by auction or tender. 
the When tenders are called, prospective tenderers usually examine the 
‘lise inventories of stock and plant, etc., and then submit a tender based on 


nal a certain amount in the £ on the values shown on the Statement of 
, at Affairs. _The amount of the tender varies according to the condition 
= and nature of the stock, e.g., an average stock of readily saleable lines 


— is more valuable than a “run down” stock consisting largely of slow- 
moving lines or goods affected by fashion, etc. 
2. Book Debts, £2,000 
one This item is, in practice, supported by a list of debtors, showing the 
erty amount owing by each, classified under the headings of “Good,” 


Fore “Doubtful,” and “Bad.” 
red | 3. Cash in Hand, £25 


This item does not call for any explanation. 


hoes 4. Shares (Encumbered), £100 


the This asset has been referred to when discussing the liability to the 
bank. 
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5. Plant and Motor Vehicles (Enctimbered) 


These assets have been referred to under the heading of liabilities in 
respect of Hire Purchase Agreements. 


6. Property (Encumbered) 


This asset has been referred to under the heading of liabilities to 
the mortgagees. 


7. Goods Held on Consignment 


As these goods belong to the party for whom they are held, they are 
not assets of the estate, but as the goods are on the premises a notation 
is made at the foot of the Statement of Affairs. 


8. Contingent Asset 


This item relates to.commission, which does not become due, under 
certain agreements, until contracts have been completed, and conse- 
quently it cannot be included in the assets of the estate, but a notation 
of its probable benefit to the estate is made at the foot of the State- 
ment of Affairs. 


(To be concluded in next issue) 
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